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PREFACE. 


THE  reason  for  Twing  i»f  tbi*  work  is  the  growing  inter- 
est iu  tbc  Uuitctl  States  in  linauctal  and  economic 
subjects  and  the  fact  that  thty  promise  to  be  the 
paramount  issues  of  Americnn  politics  ibr  many  yean»  to 
cotiie.  My  purpose  has  been  to  bring  together,  in  compact 
form,  Uic  leading  facts  regarding  the  banks  of  the  world 
authorized  to  issue  ciictilating  notes  and  the  bistort'  of  the 
finaacial  and  econoniic  crises  ilirough  which  they  have 
poised.  There  is  no  work  in  English  covcnng  exactly  the 
grouud  co\-cred  by  Ihc  Uiitorya/  Modem  Banks  of  hsHt. 
'The  materials  for  nuch  a  hititory  arc  accessible  in  public 
records  as  well  as  special  works,  but  ihcy  have  ae^'er  before 
been  brought  together  in  a  form  easily  ncccssible  to  the 
American  and  English  reading  public. 

The  functions  and  character  of  history  have  cliongcd 
with  the  changes  in  the  character  of  nnlionni  development. 
The  historical  dtn'clopnicnt  of  the  human  race  has  passed 
through  two  csstulial  stages  and  has  eiitcTcd  upon  a  third. 
The  first  was  the  struggle  for  tlie  existence  of  cmlization 
Rud  national  life  ;  the  second  was  the  struggle  for  the  legal 
and  iKtliticu]  freedom  of  the  individual  wiihiu  the  stale ; 
the  third  is  the  struggle  fiff  the  complete  development,  ac- 
cording to  sound  economic  laws,  of  the  producing  capacity  of 
tlic  community.  The  Muse  of  History  has  followed  no  un- 
reasoning whim  in  turning  her  1*11  to  the  story  of  each  suc- 
ceasivestagcnfihcworltl'sprogress.  In  the  first  stage  of  her 
work,  her  thetue  wax  the  histoid'  of  notions  and  the  acts  of 
their  sovereign  powers.     In  the  second  stage,  the  history*  of 
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value  to  the  commtmity  became  the  history  of  the  people  and 
the  contest  for  popular  rights.  The  historians  of  each  age 
have  been  logical  in  looking  to  the  dominant  spirit  of  that  age. 

The  issue  of  the  present  and  of  the  immediate  future, — 
and  the  subject  with  which  the  Historic  Muse  must  most 
concern  herself, — is  the  best  means  of  developing  the  pos- 
sibilities of  individual  and  national  life.  This  issue  is 
essentially  an  economic  one  and  the  history  of  economic 
development  must,  in  the  very  nature  of  events,  be  in  future 
the  principal  study  of  practical  thinkers  and  workers.  The 
Massachusetts  Senator  who  declared  that  of  late  years  the 
American  people  had  given  "  too  much  attention,  perhaps, 
to  economic  questions,  and  too  little  attention  to  those  great 
and  far-reaching  questions  on  which  the  future  of  the  repub- 
lic depends,"  *  spoke  out  of  the  education  and  out  of  the 
political  theories  of  the  past  and  'n'ith  his  face  to  the  past 
rather  than  to  the  future.  The  pursuit  of  the  best  means 
of  increasing  wealth,  not  for  its  own  sake,  but  for  the  wider 
opportunities  of  intellectual  and  moral  development  which 
it  places  in  the  hands  of  the  community,  is  the  mission  of 
the  student  of  public  affairs  for  the  future,  and  the  public 
man  who  seeks  different  political  ends  subjects  himself  to 
the  judgment  pronounced  upon  himself  by  Lord  Stanley  a 
generation  ago,  that  he  was  brought  up  in  the  pre-scientific 
period.' 

Political  economy  is  still  in  a  large  measure  an  experi- 
mental and  a  disputed  field,  but  this  is  less  true  of  financial 
administration  than  of  the  questions  of  taxation  and  the  dis< 
tribution  of  wealth,  which  still  perplex  economic  students. 
The  modern  banking  community  have  already  learned,  dur- 
ing the  past  hundred  years  of  the  history  of  banking,  the 
leading  lessons  of  the  failures  and  experiments  of  that  period. 
There  is  doubtless  much  yet  to  be  learned,  but  the  system 
of  a  banking  currency  and  of  the  management  of  banking 
operations  is  now  a  practicable  and  workable  system.     The 

'  CoiiKrcBsiotml  Record,  Fifty-tliird  Congress,  Third  Session,  March 
'McCarthy,  I..  31. 
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results  of  the  experiments  of  the  century  can  be  summed  up 
and  their  lessons  indicated  in  a  clear  and  certain  manner, 
subject  to  little  dispute  by  those  who  have  given  unpreju- 
diced study  to  the  subject.  It  is  these  experiments  which  I 
have  endeavored  to  describe  in  the  following  chapters,  leaving 
their  lessons  for  the  most  part  to  be  derived  from  a  compari- 
son of  their  results  with  the  rules  of  sound  banking  policy. 

The  purpose  of  this  work  is  historical  rather  than  contro- 
versial and  I  have  even  refrained  from  discussing  the  prob- 
lem of  the  single  or  double  standard,  because  the  rules  which 
govern  a  banking  currency  apply  with  equal  force,  whatever 
metal  constitutes  the  standard  money  of  redemption.  I 
have  thought  it  proper  to  state,  as  simply  and  as  clearly  as 
possible,  the  theory  of  a  banking  currency,  but  I  have  en- 
deavored to  avoid  all  digressions  which  were  not  essential  to 
an  understanding  of  the  history  of  banks  of  issue  and  of 
recent  events  in  the  financial  world.  Systems  of  coinage, 
the  historj'  of  public  loans  and  political  events,  the  many 
forms  of  mortgage,  deposit  and  popular  banks,  and  the  new 
problems  relating  to  the  uses  of  speculation  and  the  part 
played  by  negotiable  securities  in  modem  economic  life,  are 
such  important  subjects  of  discussion  that  each  is  worthy  of 
separate  treatment,  and  they  are  only  referred  to  here  where 
they  seem  to  form  a  necessary  part  of  the  history  of  one  of 
the  great  banks  of  the  world.  It  has  been  necessary  to 
refer  in  several  cases  to  the  history  of  government  paper 
money,  because  it  is  related  to  the  origin  and  growth  of 
banks  of  issue,  but  my  plan  excludes  the  systematic  treat- 
ment of  paper  money,  which  would  of  itself  fill  a  volume. 
My  chief  object,  beyond  that  of  a  narrator,  will  be  accom- 
plished if  the  study  of  the  dismal  record  of  government 
interference  with  monetary  laws  shall  convince  thinking 
Americans  of  the  axiomatic  truth  that — 

The  currency  of  a  commercial  country  should  be  regulated  by 
eommercial  conditions  and  not  by  the  whims  of  politicians. 

CHARLES  A.  CONANT. 
Washington,  D.  C, -4/rt7  I,  1896. 
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CHAPTER  I. 


THE   TnEORV  OF  A    BANKING   CURRENCY. 

Tlw  Dbtlnclion  bdweea  Bauk-not«  and  Money— Tbe  Functiom  of 
Cnmnry  n*  n  StfltuJirrl  of  V&Iue  nnd  MetUuin  of  Exrbange— The 
Mcchnniamof  ■  Rank  of  Issue— Do  KotelasoesCrrau  Capital? — 
ImpocUnce  of  Rrdcuiplion  in  Cmn  on  Dcmand—Tb?  Necessity 
ft»r  Quick  Ai*<U— The  Optration  of  the  R«W  of  Iiiteresl  and  tlie 
Forrtgn  Bicbangcs  oa  the  Volume  of  Circulatiou— Difficulty  of 
"  Coruerinfj "  Motie^  uodei  I-r««  Bauklng. 

IT  Is  the  purpose  of  this  woik  to  give  the  oiitlincs  of  Ibe 
histon-  of  the  IcadiiiR  banks  of  isswc  in  tbc  worUI  and 
tlitir  nicthixbt  of  doing  buwucss,  and  incidentally  to  fset 
forth  Ibe  principles  and  uses  of  a  banking  curraicy.  Bank- 
ing can  be  done  witliout  the  issue  of  bank-notes,  but  they 
an  important  factor  in  tbc  di'volopniciit  of  tlic  use  of 
kpitul  and  afford  the  best  currc-ncj-  for  general  uses.  la 
'^tbcir  capacit)'  as  a  circulating  taedium,  bank-aotcs  have 
come  to  be  confused  n-ith  money  and  have  attained  in  Ibe 
minds  of  many  a  special  and  official  charncter  difTerent  from 
tlut  of  other  commercial  paper.  The  examinalioii  of  the 
history  of  banks  of  ia^ic,  as  well  as  of  the  theory  of  a  bank- 
ing currency,  will  serve  to  show  the  gradual  development  of 
the  use  of  bank-notes  as  a  means  of  transferring  credit  aiid  the 
part  they  play  in  commercial  transactions  alongside  of  other 
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forms  of  credit  which  differ  from  them  only  in  degree  of 
negotiability. 

The  creation  and  regulation  of  a  banking  currency  are 
based  upon  the  theory  that  bank-notes  are  a  convenient 
means  of  giving  mobility  to  capital.  There  are  two  impor- 
tant truths  which  should  be  clearly  understood  at  the  outset 
of  the  discussion  of  banking  and  paper  currency.    They  are  ; 

1.  That  bank-notes  are  not  money. 

2.  That  bank-notes  are  a  form  of  credit  and  are  of  substan- 
tially the  same  nature  as  bills  of  exchange,  promissory  notes, 
and  checks. 

The  distinction  between  bank-notes  and  money  is  of  prime 
importance  for  the  purposes  of  economic  study  and  from  the 
standpoint  of  legislation,  if  not  always  important  in  daily 
transactions.  It  will  be  convenient,  however,  first  to  point 
out  what  bank-notes  are,  before  considering  what  they  are 
not.  It  will  be  convenient  also  to  state  broadly,  in  the 
beginning,  the  theory  of  a  banking  currency  and  of  free 
banking,  as  a  theory,  before  dealing  with  certain  limitations, 
for  the  purpose  of  promoting  uniformity  and  security,  which 
experience  and  sound  judgment  may  suggest  in  practice. 

Bank-notes  are  the  proper  instruments  of  commercial 
transactions  because  they  are  the  creatures  of  commercial 
needs  and  are  adapted  in  volume  and  use  to  commercial 
necessities.  In  this  respect  they  differ  from  government 
paper  money,  which  is  regulated  wholly  by  the  necessities 
of  governments  and  not  by  the  convenience  of  trade.  Bank- 
notes are  substantially  similar  to  checks  and  bills  of  ex- 
change,  because  they  are  simply  the  paper  representatives 
of  credit.     In  the  language  of  Prof  Bonamy  Price  : 

A  seller  b;  taking  the  bank-note  makes  himself  the  creditor  of  the 
government  or  bank,  and  is  willing  to  part  with  his  property,  sub- 
Atantialty,  on  credit  to  the  state  or  bank.  He  finds  in  this  debt,  now 
due  to  him,  of  the  issuer  of  the  bank-note  a  sufficient  guarantee  for 
being  able  to  buy  with  it  other  goods.  .  ,  .  Every  buyer  with  a 
note  virtually  aays,  "  I  have  no  money ;  give  me  the  goods  and  I  will 
tell  a  good  man  who  owes  me  money  to  pay  you  for  me."  ' 

'  Currency  and  Banking,  42-43.  The  character  of  a  bank-note  is 
clearly  and  simply  defined  by  Prof.  Charles  F.  Dunbar,  professor  of 
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Those  who  insist  that  gold  and  silver  constitute  the  only- 
proper  medium  uf  Bnanciftl  ttansactioiia  do  not  clearly  diatin- 
guiiih  the  t^vo  essential  functions  of  cnrrency.  These  fiitic- 
lions  are  the  creation  of  a  standard  of  volue  and  the  provjiiion 
of  a  means  of  exchange.  It  is  only  in  the  fulfilment  of  the 
first  function  that  exchange  -^-alue  is  required  in  the  material 
which  the  currcuc>'  is  made.  The  fulfilioent  of  Uie 
id  function  requires  only  that  the  currency  shall  repre- 
sent value,  rather  than  that  it  shall  contain  value  in  itself.' 
hank'note  currency  represents  the  value  bound  up  iu 
>ninioditics  which  arc  iu  process  of  production  and  cx- 
cliange.  The  essential  funetioii  of  business  operations  is  the 
production  and  exchange  of  commodities  for  each  other, — 
not  the  exchange  of  barren  heaps  of  metal  for  each  other  nor 
of  eomraodilies  for  metal.  The  intervention  of  gold  and 
silver  in  such  exchanges  adds  nothing  to  the  sum  of  produc- 
tion and  is  not  necessary  to  carr>'  them  on,  except  as  the 
mctftU  afford,  with  paper,  a  couveuieut  toed  of  exchange 

political  M-DiKjniTtn  Hnrrnrd  (.liiivvntty,  aw  follows:  "The  bank-note 
»  llic  ilalf  cprtiticd  t)^?tnifi«  of  the  banle  to  pay  on  demaad,  adapted 
for  circaliittaa  a»  a  convenient  tiubstilutc  for  the  moury  which  it 
promises.  It  is  issaed  t>y  tlie  bank,  aud  can  be  issued  only  to  aucli 
penoa*  iw  «rc  willing  to  rcKive  tbc  «n)(n^ctBCDt  of  tbe  bank  in  tliu 
ibnn  iiuteail  of  rcceiviuK  money,  or  iuMeail  of  bdng  credited  with  a 
iie^»i\."~Th/oryi  and  HUlory  of  Banking,  id. 

'  It  b  difficult  to  f^Ki  aviay  from,  the  term  "  iDtrinttlc  valite,"  ia  the 
term  of  ordinary  di»cnsiion.  in  ipitcof  thcwcll-reaaoDeddemonstra- 
tion  of  Frof.  UaeLeod  that  valne  ii  a  relation  tuued  upon  excbangc 
latbcr  Uian  aa  inbcrent  quality.— £/«mrfflts  of  Banking,  ta.  Gold 
anil  allvrr,  itrictly  apcnking,  are  not  only  limited  to  an  rxcbange 
ralur,  bal  they  perforia  to  n  larjie  extent,  by  tbe  convention  of  dyil- 
iccd  nntioni,  tlic  Munc  fanctioas  in  monetary  uks.  u  rtpreacBtattves 
c^  vnlue,  as  bauk-notea  and  other  coumcrcial  iuMrutiienta.  Roachur 
illiutratc*  the  fact  that  even  the  cuircncy  of  gold  as  money  leeta  iu  a 
meaauie  upon  credit.  "  The  perxm  who  takca  munty  a«  such  moat 
always  harbor  the  hope  of  being  able  to  dispose  of  it  af^n  as  money. 
.  ,  .  The  savage  Goahiros,  between  Rio  de  Iu  Ilacha  and  Mora- 
CBibo.are  loo 'distnuiful '  to  take  anything  in  trade  but  commodities 
fit  foif  the  raott  imtnediAte  rat."~/hlUiraJ  Ennomy,  I.,  351.  The 
icfincmcut  in  the  use  of  credit  iji  a  pretty  accuraic  measuie  of  na- 
tional ccouomle  [merest. 
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and,  by  tliemBelcej;,  a  stniwiard  and  wramoii  denominator 
by  which  cxciutigcs  art:  measured.  Bank-notes  am  not,  as 
go\-enimeu[  paper  money  usually  fs,  pieces  of  paper  crealed 
out  of  nothing  to  represent  value.  Tlicy  arc  siiupty  the 
paper  repieseutalives  of  a  grent  mass  of  mercantile  trans- 
actions.  They  are  tlie  coovenient  cxiunters  by  which  men 
carry  on  cxchnnges.  The  presence  of  gold  aud  silver  i<t  a 
neccssar>'  element  in  thc^ic  exchanges  only  for  the  purpose 
of  applying  the  test  of  ft  common  and  fixed  standard,  and 
this  is  secured  fur  bank-notes  by  Uic  condition  that  they 
shall  be  redeemable  in  standard  coin  on  demand. 

The  entire  fabric  of  a  bank  of  issue  constitutes  a  harmoni- 
ous whole.  The  capital  subscribed  by  the  stock-holders  at 
ouce  becomes  a  liability  and  provides  the  bank  witli  cash 
(or  making  loans  and  keeping  a  coin  rcscr\'e.  The  issue  of 
notes  enables  the  bank  tu  furnish  accommodation  to  the 
holders  of  good  commercial  paper  by  covering  the  paper 
into  its  assets  and  treating  the  notes  as  demand  liabilities. 
A  l3cink  of  iivsiie,  therefore,  has  on  one  .■iide  its  liability  to  its 
»1uck-ho1dcnt  for  their  invested  capital  and  its  liabiltty  to 
its  uote>holdcrs  to  pay  coin  ou  demand.  It  has  on  the  otlier 
side,  as  its  resources,  the  cash  derived  from  subscriptions  to 
the  capital  and  the  commercial  paper  payable  in  cash  by  its 
makers  at  maturity.  When  deposits  are  received  in  cash  or 
paper  convertible  intocash,  the  proceeds  can  be  employed  to 
enlarge  the  scope  of  the  discount-t.  The  obligation  to  pay 
the  deposit  bvcomes  a  liability,  but  tlie  cash  deposited  fur- 
nislics  assets  of  equal  volume  as  an  offset.  Most  of  the 
great  banking  institutiwLs  of  the  world  have  begun  busi- 
uess,  and  many  of  them  continue  it  to-day,  upon  their  capi- 
tal and  their  loans  and  with  but  a  small  proportion  of  cash 
deposit's. 

The  volume  of  notes  which  a  bank  may  issue,  when  not 
directly  limited  by  law,  is  determined  b>"  a  prudent  relation 
betiveeu  the  issues  and  the  coin  reserve.  The  greater  port 
of  the  cash  received  in  capital  and  deposits,  over  and  obove 
the  coin  reserve,  i.s  available  for  loans  and  diMxiuuls.  Litaus 
as  distinguished  from  disonnis  art-  .-ictna:  .idvaaccs  of  money 
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'  upon  negotiable  .■securities.  Tliej-  a^nally  constitute  n  Rtnaller 
proportion  of  the  tniii<iactiutis  uf  a  bank  in  a  commercial 
city  than  tlie  coninieidiil  discounts.  These  are  simply  pur- 
chases by  the  bank  of  commercial  paper,  carr>-ing  the  Hf^ht 
to  coHect  money  at  some  future  time.  The  wholesale  mer- 
chant, for  instance,  recrives  from  his  retail  ciutoiuw  a  pro- 
missory note  or  bill  of  exchange,  covering  the  co»t  of  goods 
lie  ha5  sold,  payable  sixty  or  ninety  clays  from  (late.  By 
talcing  this  note  or  bill  to  the  bank  the  wholesaler  obtains 
currency  at  once  for  the  amoimt  contracted  to  be  paid,  less 
an  interest  cliatge  which  is  known  as  diKount.  The  bu^- 
ic»i  of  a  bank  of  issue  is  simply  lo  transform  the  bill  of 

r*xchange,  which  i.<i  itself  a  negotiable  security,  into  another 
sort  of  negotiable  security.  For  this  purpose  it  issues  bank- 
Dates.  In  the  concise  language  of  an  eminent  Frcuch  finan- 
cial writer : 

Tile  builc  bill  U  n  promise  to  pny  n  fixrd  nam  at  sight  or  to  benrer. 
1b  pTomiunR  to  pay  at  sJKht,  the  iltfficulty  i*  avoided  of  maturily  at  k 
fixed  tcna  sail  the  bearer  is  relietYd  of  the  limitation*  which  result 
it.  By  the  fwtMaiM  to  pay  (o  bearu,  one  j;cts  rid  of  th«  embar» 
Bent  of  cadoracmcntx,  protests,  tccourec,  etc  One  obuiaA  bf 
Ibis  inranK  a  i«ciirily  nlways  ucgOtJabte.  U>  irtilcb  Huflires  a  Kiguutuie 
Kcnerally  known  nod  in  Aomc  degree  pablk  to  lankG  it  tquaUy 
accepted  uk]  dcnuinded,  even  in  preference  to  metallic  nwney.' 

'•  The  b<nuk  by  the  issue  of  notes  gives  mobility  to  capital  in 
several  ways.  It  enables  the  holder  of  a  bill  uf  exchange 
to  put  it  to  active  use  instead  of  locking  it  up  against  the 
time  of  its  maturity.  The  uliolesaler  or  manufacturer,  by 
paying  a  smalt  commtssiou  to  the  bank  upon  such  a  bill,  is 
able  to  obtain  iu  advance  the  tue  of  capital  in  negotiable  form 
to  which  he  would  otherwise  not  become  entitled  for  several 
months  He  is  enabled  to  obuiin  it  not  only  in  advance  of 
the  time  it  would  otherwise  be  due,  but  in  such  form  that  he 

\tss.n  split  it  into  small  amount:!  and  pay  a  part  for  his  raw 
Mtcrials,  a  part  for  bis  lat>or,  and  a  part  for  his  personal 
expenditures.  The  i-ssue  of  bank-noteti  also  enables  small 
dcpnsiiurs  to  combine  their  capital  in  the  bauds  of  the  bauk, 

'  Courct:II<.-.A«nculI,  lol. 
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wo'SaaH.  ithecasaesxvtab&Ae  far ooouflatst  me.  Tins  sscneaf 
t£ie  2?%st  aidranta^vs  «f  nKxJeni  h«iitmg,  tSist  h  brixk^  oait 
inlio  £bke  lij^al  and  into  l3ae  cmieajlof  iSae  ivrooesses  v£  "pra- 
dodioa  tbe  cajnlal  '^odi  woold  cdxrvise  be  lociied  17  xb 
idle  boards.  T3ie  baak-oole  is  a  loaa  frooB  ^ae  baUBr,  hoi 
A  loos  n^ndi  oofts  htm  aodazag  and,  on  the  I'mtiajy.  aSxids 
fiim  tbe  btsiefit  of  secmitj.  ooBSTCsneoce,  aad  ocgcdiab£litj' 
fcr  hu  capital.  In  tbe  seooe  in  vbidi  gottmiaent  paper 
njotoe^',  taade  hy  law  a  fesal  tender  for  ibe  pajjueul  of  ddit. 
is  a  ioRsed  loan,  for  noa-commacaal  uses,  opon  tiie  |n>dnc>- 
tive  forces  of  tlie  oomnuimty,  the  bank-note,  wbich  is  not 
foroed  legal  tender,  is  a  ro3nntary  loan,  for  commenial  nses, 
wbicfa  tends  to  bring  into  play,  for  the  motnal  bcDcft  of 
borrowers  and  lenders,  the  fnll  efficiency  of  those  fwoduaige 
forces.' 

The  simple  statement  of  the  theory  of  a  banking  cuirency 
•bows  bow  absurd  it  is  to  imprison  the  rolnme  of  citcnlating 
notes  within  fixed  limits,  or  to  condition  their  issue,  when 
they  are  kept  in  circulation  at  par  with  cnn,  upon  any  other 
specific  thing  than  the  amount  of  loanable  capitaL  The 
Bank  of  England  is  limited  in  its  note  issues,  beyond  a  fixed 
amount,  by  the  Bank  Act  of  1844,  to  deposits  of  gold  cnn 
or  bullion,  with  the  result  that  there  is  an  annual  autumnal 
stringency  in  the  money  market.*  There  have  been  repeated 
periods  of  business  paralysis  when  ever^-  possible  sulKtitute 
ha*  been  employed  to  make  up  for  the  defidenc>'  of  dicu- 
lating  notes,  and  the  limitation  itself  has  been  finally  sus- 
pended in  et'ery  acute  crisis  as  the  only  means  of  averting 
universal  bankruptcy.  The  banks  of  issue  of  the  United 
States  are  required  to  purchase  evidences  of  the  national 
debt  and  are  allowed  in  circulation  only  ninety  per  cent,  of 

'  Exactly  the  opposite  view  was  ttrged  by  loaie  of  the  early  oppo- 
nents of  the  Bank  of  BngUnd.  Davenant  declared  that  the  effort  to 
attract  deposits  by  tbe  offer  of  four  per-cent  interest  was  a  bindraace 
to  energy  and  enterprise.  Rogers,  18.  This  view  overloolced  the  fact 
that  the  money  wonld  be  loaned  by  tbe  bank  for  active  use. 

*  V.  JcTons,  /nvesiigaiions  in  Currency  and  Finance,  Ch.  v.,  160-93, 
— "  Tbe  Frequent  Autumnal  Pressure  in  the  Uoney  Market." 
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the  face  value  of  these  securities,  wilh  the  result  that  as  the 
debt  has  been  rc^luccd,  the  bauk-notc  circulation  has  de- 
clined. The  securities  have  reached  an  enormous  premium 
as  tliey  have  become  scarce,  and  the  bauk-uote  circulation 
has  fallen  from  J35+.4o8,ooS  on  June  30,  1875.  to  $211,600,- 
698  on  June  30,  1895,  while  looii-s  and  discount:^,  which  indi- 
cate the  volume  of  business,  have  more  than  doubled.  The 
pnblic,  under  these  drcumstances,  liave  looked  to  other 
Mturces  than  the  banks  for  a  circulating  medium  and  found 
it.  until  the  repeal  of  the  purchasing  dauM  of  the  Sherman 
law,  in  purchases  of  silver  bullion,  by  the  Treasury,  and  the 
issue  of  government  puiper  money  in  payment  for  the  bullion. 
This  circulation  proved  absolutely  im-hponsivc  to  the  de- 
mands of  business  and  resulted,  after  periods  of  great  strin- 
genc>*  in  the  autumn  of  iil90  and  the  summer  of  1893.  in 
a  long  period  of  redundnncy  and  gold  exportt  during  1894 
and  1895.  The  experience  of  both  England  and  the  United 
States  in  this  respect  justifies  the  judgment  of  those  who 
|l>^cve  that  the  circulating  medium  should  be  based  upon  the 
[general  assets  of  the  banks  and  governed  by  business  condi- 
*^'tions  ratlier  tlian  based  upon  exiraueous  securities  aud 
go%-cmed  by  their  fluctuations  in  quantity  or  value. 

The  theory  of  n  banking  currency,  as  here  defined,  is  in 
■ccordaDce  ^vith  the  "  bnnking  principle,"  which  is  approved 
by  mofit  bankersajid  writers  npoa  political  economy.  There 
is  another  theory  of  bank-note  issues,  described  in  Eng- 
land under  the  name  of  "  the  currencj-  principle."  upon 
which  the  law  governing  the  circulation  of  the  Bank  of 
Hngland  is  based.  The  essential  difference  lietween  the  two 
^theories  is,  that  "  the  banking  principle  "  regards  bank<notes 
OS  similar  to  other  commercial  paper  and  their  -volume  as  prop- 
erly subject  to  business  requirements,  while  "  the  curreiKy 
principle"  regards  bank-notes  as  performing  the  functions 
'wanA  possessing  sub-iitantially  the  character  of  actual  money 
and  tlieir  volume  as  properly  subject  to  regulations  which 
will  cause  it  to  change  in  the  same  manner  as  a  drculation 
I'Cntirely  of  coin.  The  failure  of  this  principle  to  operate  as 
Expected  by  its  supporters  tu  the  case  of  the  Bauk  of  Kn£- 
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land  will  be  set  forth  in  the  chapter  relating  to  the  later 
history  of  that  bank.  The  theory  is  not  applicable  where 
credit  exists  in  any  form,  and  its  advocates  have  never  suc- 
ceeded in  advancing  any  substantial  reason  for  assimilating 
bank-notes  to  coined  money,  except  the  fact  that  they  enter, 
like  money,  into  general  cirailation.  This  fact  justifies 
certain  regtdations  to  secure  uniformity  and  safety,  but  the 
regulations  should  be  the  same  in  kind  as  those  which  gov- 
ern other  commercial  paper  and  evidences  of  indebtedness. 

There  is  no  reason  why  the  number  of  bank-notes  should 
be  limited  any  more  than  other  commercial  paper,  except  by 
the  requirement  of  redemption  in  coin  on  demand  which 
serves  as  a  test  of  their  value  and  the  solvency  of  their 
issuers.  A  bank  authorized  to  issue  circulating  notes  occu- 
pies, substantially,  the  position  of  a  corporation  or  business 
firm, — the  circulation  of  its  notes  depends  upon  its  reputa- 
tion for  solvency  and  honesty.  Government  regulations 
requiring  a  mutual  guarantee  or  the  formation  of  a  common 
safety  fund  may  enable  the  notes  to  pass  from  hand  to  hand 
without  inspection  as  to  the  particular  institution  putting 
them  in  circulation,  but,  even  in  such  a  case,  the  validity 
of  the  notes  depends  upon  the  solvency  and  resources  of 
the  united  body  of  issuers,  if  not  upon  that  of  the  indi- 
vidual issuer. 

Prof.  H.  Dunning  MacLeod,  an  acute  and  brilliant  writer 
upon  the  laws  of  banking,  undertakes  to  show  that  the 
issue  of  instruments  of  credit  is  in  itself  the  creation  of 
capital.  He  brings  many  arguments  to  the  support  of  his 
position,  but  his  strongest  argument  is  a  legal  rather  than 
an  economic  one.  He  shows  plainly  enough  that  there  is  an 
essential  distinction  in  law  between  the  personal  deposit 
{depositnm)  secured  by  a  warehouse  receipt,  entitling  the 
holder  to  the  return  of  the  specific  goods  deposited,  and  the 
creation  of  a  debt  (mutuum),  by  which  the  lender  is  simply 
entitled  to  the  return  of  some  equivalent,  but  not  the  specific 
thing  entrusted  to  the  borrower.  The  claim  in  the  first 
case  is  specific,  and  possession  of  the  article  may  be  recovered 
by  a  writ  of  replevin,  but  it  constitutes  in  the  other  case  only 
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a  gCDcral  claim  against  the  entire  assets  of  the  borrower. 
Professor  MacLeod  is  doubtless  right,  as  a  propotsition  of 
tnatbeiiiatios  or  of  law,  in  his  demonstration  that  the  new 
obtigntions  created  by  evidences  of  debt  are  not  properly 
set  off  ogainsl  specttk:  property  in  the  hands  of  the  debtor. 
The  bolder  of  a  bank-note  for  ten  dollars  has  no  claim 
against  any  spwific  ten  dollars  in  the  cash  drawer  of  the 
bank  ;  he  idmply  has  a  legal  claim  for  an  equivalent  for 
the  amount.' 

Bat  Profcs.'ior  Macl^eod,  in  bis  subtle  argument  upon  this 
subject,  confuses  the  domains  of  law  and  mathematics  with 
the  domain  of  economics.  Politicsl  economy  looks  deeper 
than  legal  distinctions  and  looks  to  the  substance  behind 
algebraic  forraidfc.  The  creation  of  paper  credit  from  this 
point  of  view  is  not  an  addition  to  existing  capitnl.  It 
greatly  assists  in  the  movement  of  capital  and.  in  individual 
cases,  the  creator  of  paper  credit  may  obtain  the  use  of  more 
capital  than  be  pusseaaes,  but  in  every  such  case  he  simply 
obtains  the  use  of  the  capital  of  some  other  persou  or  body 
of  perscwis.  Barring  the  question  of  the  incorporeal  wealth 
arising  from  mental  culture,  economics  deal  with  tangible 
property.  Negotiable  securities  represent  tangible  property, 
either  in  the  possession  of  the  issuers  or  in  the  pos.»«s.sio5i  of 
the  holders  of  the  securities  who  are  willing  to  advance  their 
capital  for  the  promotion  of  .some  enterprise.  The  individ- 
ual who  IxMTows  beyond  the  limits  of  his  tangible  capital 
simply  obtains  the  use  of  some  other  person's  capital.  In 
the  words  of  Professor  fimile  de  Laveleye : 

■  Tlic  l«)riil  tlistinetion  U  important  enough  to  a  corr^t  cotnpre- 
hcDsion  of  the  lawa  of  banking  tojuslUy  giving  it  iu  Ptof.  MacLeod's 
own  wonl»  :  "The  cMcnt»t  fcalnre  of  a  '  Banker'  ia,  that  when  hi* 
etiMonwn  pav  in  raon«y  to  tbeir  Accounts,  IMfy  cede  the  property  in  the 
momey  to  the  Banker.  The  monex  placed  with  bim  is  not  a  Dcposi- 
Uun.  Of  IVailuieut ;  but  It  is  u  Muluum  :  it  is  a  Loan,  or  Sale,  directly 
to  biniMlf.  The  '  Banker  '  buj-s  tbc  inoncy  from  liU  customer  ;  And 
h)  exchange  for  it.  he  jdvrs  hii  ciutoncr  a  Cmlit,  or  Rislit  of  nctioD 
to  dernaad  back  an  eqaivalent  ■moant  of  money  at  any  time  be 
jrfcMO ;  which  Right  of  action  he  i>  al>o  ot  li1>cTty  to  trauftfer  to 
aoy  one  cIm:  he  plcaiea." — Theory  and  Praake  oj  Banking.  I.,  519. 
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Credit  ecvnu  to  nitlttpty  «i)iUl  bcMiue  br  the  tide  of  tbe  tiling 
doc  appnra  the  pnHnisc  which  gives  a  right  to  its  posacsaloii ;  but  la 
fact  there  are  not  two  thini[R,^«tie  la  only  tbe  iluulaw  or  tbc  other. 
BuTU  cwrrr  tviOcucc  of  ■.rtdit ;  nolbiiiK  real  would  cease  to  exist. 
Juriiliciiil  rL-bitionM  only  nrc  cbauf{C(I.  Tbe  cmliton  Icae  exactly 
what  the  debtors  gain.' 


A  bank  of  issue,  tberefore,  creates  uo  new  capital  when  it 
issues  its  notes  to  the  atuount  of  its  assets  available  beyond 
its  coin  resen-e.  It  simply  takes  the  titles  to  capital  which 
have  been  trausferred  to  its  custody  and  loans  ihem  to  its 
custottKTS  in  the  form  of  Dcgotiable  paper.  This  paper, 
under  a  systetu  of  free  banking,  differs  iii  no  respect,  except 
its  greater  degree  of  transferabiUty,  from  personal  promissory 
notes  and  Inlls  of  exchange.  The  bank,  nrbether  by  Its 
intrini^ic  reputation  or  by  the  requirements  of  certain  uniform 
law's,  simply  affords  adefinile  and  well-known  security  and  s 
uniform  stj'lc  of  note  paper  which  add  to  the  convenience 
of  the  btisiness  community. 

Banking  can  be  done  without  the  issue  of  circulating  notes, 
and  is  done  to  a  large  extent  in  the  greatest  commercial 
centres,  simply  by  the  use  of  checks.  Checks  came  into 
extensiv'e  use  in  England  as  a  means  of  transferring  credit 
when  the  Bank  of  England  was  given  hy  law  the  sabstantial 
monopoly  of  the  issue  of  circulating  notes.  The  use  of  checks 
or  other  Instruments  of  credit  than  bank-notes  usually 
obtains  the  widest  development  where  the  modem  commer- 
cial liystem  of  credit  and  uf  busi[ie!i>i  has  atL:iiiied  it  highest 
form.  As  Profcsiior  Uunbar  forcibly  says  of  this  medium  of 
exchange : 


'  kltmrmli  itkamamie  fViiti^f.  »t.  If  Prof.  MacLeod' a  ttirory 
ia  conret,  tbe  estimates  of  a^^^e  natioaa]  woalth  sbonld  be 
obtained  by  adding  to  the  asccitaiacd  value  of  corporate  property  the 
face  or  market  value  of  the  ■ecurltie*  which  represent  it.  aad  in  this 
waj-  the  cotmlrj-  in  which  "  •toek  wntcring  "  prevailed  to  the  Ki^eateM 
extent  would  tw  Ihat  poaacwiny  the  moat  wealth.  Prof.  MacUeod 
hiinwlf  aayB,  "ihal  a  nation  can  iftnd  its  tnoney  in  dettmyiDg  ftfl 
cnemiea  and  Anvit  too  aj  bank-nolo,  ot  currency.  i«  a  wild  and  niifr- 
chtevoDs  deltuioD." — TJuo/y  amj  Pf%ttice  of  li^Hting,  IL .  367- 


THE  THEOH  Y  OF  A  BANKING  CURRBSCY. 


W 


or  Uie  ratire  dirulailnR:  medlam  of  this  coaiitry  It  fonii*  Incotn- 
pdinblf  the  sT«ste«t,  altbongh  tbv  1ew4  conoidrrnil,  part.  Iicpc&diag 
foe  ite  «E«i«tcy  solely  upon  coavmliaD  ati<I  iwtncd  aa  well  by  private 
firau  u  by  iacorporatcd  bantu,  it  for  the  moFt  part  eludes  tllc  rcgn- 
lAtionn  which  legi«latti»j  >o  liwlttftrloiul;  enforce  tipou  the  other 
cotutiiucnta  of  tbe  ciureiicj.  Iiidced,  beyond  tbc  rcquirciucut  of  a 
ninimam  merve  to  be  beld  by  incorponted  luink*,  made  by  tbe  law 
of  tbe  United  States,  we  may  My  that  the  aabject  ii  not  toucbetl  bj 
Icgislntton,  in  tbi»  countiy  or  elsewhere.  Tbc  necessity  for  payment 
in  tpcrie  npon  demand,  wbieb  U  the  most  imponnnt  sareguard  of 
nlue,  is  tlic  result  o(  Uie  gcucisl  provision  for  tkc  payaictit  of  debts 
of  any  kind.' 

Tbc  essential  question  for  every  one  who  belic\'e3  in 
developing  the  productive  powers  of  the  commanity  to  their 
utmost,  limit  is  the  best  niethcxl  uf  gixin^  mobility  to  caj^lal 
in  that  conitiiuuity.  Checks  and  book  credits  are  valuable 
and  essential  instniments  of  modem  commerce,  but  they 
cannot  always  be  so  readily  introduced  into  general  use  as 
bank-notes  may  be.  The  difference  is  wlmUy  one  of  the 
business  habits  of  a  community,  of  it<;  business  neces!>itie3 
and  of  the  de\'elopmcnt  of  banking.  The  governing  prin- 
ciple of  banking  itt  that  mobility  should  be  given  tu  capital 
by  the  best  means  which  vi-ill  be  accepted  by  the  community. 
Bank-notes  afford  this  means  in  new  countries  and  those  in 
which  banking  isundevelope<:l. 

There  is  uo  more  risk  in  the  issue  of  bank-notes  within 
fixed  legal  proportions  to  capital  or  assets,  when  thej'  are 
redeemable  in  coin  on  demand,  than  in  drawing  cliccksor 
bills  of  exchange.  Thc^re  is  no  more  danger  of  the  itiflation 
of  values  or  of  tbc  volume  of  money,  for  the  two  transactions 
are  e&seatially  the  same.  The  question  of  the  solvency  or 
aotmdness  of  the  bank  and  its  ]jEtper  issuer  is  in  both  case:£ 
chiefly  one  of  gooil  banking.  Intlalion  by  bank-note  issues, 
when  banks  are  required  by  law  and  by  commercial  ctistom 
lo  redeem  their  notes  in  coin  on  demand,  is  not  conceivable 
in  any  such  sense  as  inSatiun  by  means  of  government 
paper  money,  issued  without  regard  to  the  demands  of  busi- 
ness  and  incapable  of  contraction  with  the  diminution  of 
thoxc  demand-*. 

'  Theory  and  Hittwy  of  Banking,  44-45. 
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The  inflation  of  paper  credit  is  one  of  the  c^its  of  the 
structure  of  raotlcrn  iuduslrj-  and  banking  which  fonus  a 
drawlxick  to  its  mnnifold  benefits,  but  bnnlc-notcs  as  such 
have  never  played  mure  thau  a  subsidiary  part  in  such  in- 
flatioQ.  The  e\'il  arises  from  the  abuse  of  credit,  from  tlie 
sinking  of  capital  in  unproductive  enterprises,  from  specula- 
tive risks,  and  from  over- sanguine  cnlculnlion-t  which  some- 
times result  in  unsound  banking.  But  unbound  banking 
is  not  especially  connected  with  the  issue  of  bank-notes 
and  has  occurred  again  and  again  with  banks  of  mcie 
discount  and  deposit  and  with  banks  like  that  of  Ham- 
burg, which  held  coin  to  the  full  value  of  iheir  circulat- 
ing notes.  The  crisis  of  1893  in  the  United  States  ts 
the  moKt  recent  illuatratiou  that  such  incidents  ure  rarely 
due  to  the  abuse  of  bank-note  issues.  The  bank-note 
currency  was  then  restricted  to  the  trifling  proportion 
of  about  one-fighth  of  the  entire  monetar)'  circulation 
of  the  country  and  was  leas  thau  for  many  >-ears  before. 
Nearly  every  decade  of  the  past  ccnmrj'  has  witnessed  a 
coinniercini  crisis,  but  in  no  case  could  it  be  traced  to  the 
over-issue  of  bank-notes  convertible  into  coin  on  demand. 
The  speculative  mania  has  ebbed  aad  flowed,  but  bauk- 
notes  have  not  been  the  cause  of  cither  ebb  or  6ood  uulcss 
where  coin  redemption  was  suspended  in  fact  or  by  the  in- 
tervention of  law.  So  complete  is  the  ev-idence  that  bank- 
note issues  have  not  been  an  essential  factor  in  cau^ng 
fluctuations  in  price:^  aud  collapses  of  credit  tliat  Mr.  Tooke, 
tlie  cmiuent  Hngltsh  economic  student,  after  painstaking  in- 
vestigation declared  : 

In  point  cf  fact  nod  bi«to«ically,  a»  f«r  u  my  rcacuclics  liarc  gonp, 
ill  every  signal  losuaec  of  a  rise  or  fall  In  pilcn.  ibe  rite  or  fan  lias 
preeeckil.  and  tbercfoie  could  not  be  tbe  eOeet  or,  an  cnlsrgemttit  or 
contncttoa  or  llie  b«iik  circuUtion.' 

The  touchstone  of  a  sonnd  hanking  currency  is  redtmjv 
tion  in  standard  coin  on  demand.  A  bank  with  authority 
to  suspend  coin  redemption  and  with  no  limit  upon  its  issues 
isin  t':  '*  n  of  nil  individual  aulhunzed  to  write  notes 

'  Qu..  i!:l,  11.  111..  Ch.  xxi*..  !^e.  I. 
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and  contract  debts  without  any  obligation  to  keep  tbeiu 
related  to  his  paree  and  property.  Kcdctnption  in  coin  on 
demand  coiistittttes  the  essential  soandness  of  a  banking 
cuneucy  and  keeps  a  bank  tied  strictly,  even  if  there  is  no 
limit  of  law  upon  its  note  issues,  to  its  available  assets.  A 
bonk  should,  thc^rvfoTe,  keep  a  coin  reserve  coustontly  in  its 
vaults  to  pay  depositors  who  desire  coin  and  to  redeem  its 
circulating  notes.  This  proportion  is  sometimes  reckoned 
at  ont-lbird  of  tlic  demand  liabilities,  but  is  often  pcrmined 
by  law  to  be  less  and  is  often  rcqaired  by  pnuleiil  banking 
to  be  more.  "  The  intensity  of  the  liability,"  in  the  Ian* 
guage  of  Mr.  Bagehol.  is  to  be  consideretl  as  well  as  the 
amount,  and  "  Uie  cardinal  rule  is,  that  errors  of  excess  are 
tnuocuous.  but  errors  of  defect  are  destructive."  ' 

But  3  batik  must  have  other  quick  assets  than  its  coin  re- 
•erve,  for  if  it  keeps  too  large  a  proportion  of  its  assets  in 
idle  coin  it  will  make  no  profit,  and  if  it  keeps  too  large  a 
proponion  iu  investments  which  cannot  be  quickly  turned 
into  cask  it  will  have  no  means  of  replenishing  tLs  rc»c^^'c 
in  case  of  neocisity.  The  dem.inds  of  n  crisis  or  ex-en  a  tetii- 
porar>'  change  in  the  tiiiandal  situation  often  make  it  neces- 
sary for  a  banking  institution  to  redeem  a  large  part  of  its 
note  issues  in  cash,  to  pay  0? depositors  in  cash,  and  to  con- 
tract at  ouce  the  volume  of  its  issues  and  its  discounts.  The 
^laracter  of  these  obligations  requires  that  banks  of  issue 
should  deal  almast  exclusively  in  commercial  paper  running 
fijr  short  terms.  So  long  as  universal  insolvcncj-  is  averted, 
the  holding  of  such  paper — running  in  most  banking  sys- 
tems no  longer  thau  three  niontlis — affords  the  bank  an 

'  Lomh^rd Sireef.  Wottsi.  V..  195.  206.  It  may  prove  advisable  to 
OODcentrale  tbe  actual  coin  lioldtngs  iu  the  bstids  of  a  few  Strang 
tMnkk,  wltoM  note*  «r«  labililutcd  for  coin  in  rcikmptioiik  by  Uie 
•nuUcr  bai)k».  but  tliot  is  a  question  ofdclul  wbicb  Deed  not  be  coa- 
■iilrml  brrc.  The  esBcotial  point  »  thnl  there  i^hall  be  «»  ttltiituitc 
coio  Tcsert-e  sotncwbcK,  upou  vrbicti  tbe  cireuUliou  of  all  tlic  batiks 
Ktnally  rots.  In  tiic  English  itystcm  the  lUnk  of  nncliinJ  bnltls  tbe 
ultinute  gold  leserve  of  the  entire  eountry.  niii]  Bank  of  England 
DOtecnrealegal  tender  crerywticrc  but  at  the  bank,  «-bcic  they  miut 
tie  redectucd  la  foliL 
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easy  control  over  its  resources  and  liabilities.  If  dauger 
ilireateus  by  the  diminution  of  the  cash  reserve,  liabilities 
can  be  reduced  by  the  restriction  of  new  discotints  until  the 
lesen'e  Accumulates  by  the  payment  of  maturing  paper.  If 
the  terms  of  maturity  are  scanned  with  sufficient  care  to 
Mcure  something  like  an  c\'cn  distribution  day  by  day  and 
tveek  by  week,  the  commard  of  the  bank  over  its  resources 
is  practically  comjriete.  The  restriction  of  new  discounts 
for  a  few  days  and  the  collection  of  uiatnriug  debt  will 
change  the  relations  between  liabilities  and  assets  at  tlic 
same  time  that  this  policy  acts  in  a  broader  way  to  reduce 
tlie  ont!itandin£  circutation  and  influence  the  rates  of  foFeif^a 
exchange. 

The  only  safe  rule  for  a  bank  of  issue,  which  is  compelled 
to  redeem  iw  notes  in  coin  on  demand,  is  to  keep  a  lai^e 
proportion  of  it&  asseli  iu  a  form  in  which  tbey  can  be 
quickly  tunied  into  cash.  It  is  wlien  this  rule  is  violated 
by  loans  on  doubtful  paper,  ivhtch  bai>x  to  be  continued  in* 
stead  of  bciug  paid  at  maturity,  or  by  loaus  on  real  estate 
and  in  industrial  enterprises,  which  tie  nione>'  up  for  long 
terms,  that  banks  of  issue  iind  their  cash  exhausted  and  are 
driven  into  insolvency.  Next  in  value  to  coin  and  com- 
nicFcial  paper  as  qaick  assets,  tlicrcfore,  arc  good  negotiable 
seciirilieg.  These  securities  in  ordinary  times  can  be  quickly 
sold  witliout  loss  in  the  stock  markets  and  turned  into  cash 
to  swell  the  reserve.  It  is  true  lliat  crises  have  occitrred  so 
acute  that  even  the  public  stocks  found  for  a  moment  no 
ready  market,  hut  these  occasions  have  been  the  result  of  a 
temporary  Wind  terror,  against  which  the  most  perfect  sys- 
tem of  banking  yet  devised  has  not  been  sufficient  to  guard, 
mnd  they  haw  never  lasted  beyond  a  few  days  or  weeks.' 

'  It  wax  fouud  In  Kew  York  City  in  Ibe  panic  or  187^  that  liMiu  on 
coiDinuvial  pajier  for  shon  tettuii  -were  muce  available  iImo  tosat  on 
oil  oT  coUatenil.  Ttic  crall  loans  could  not  be  paid  by  tbe  brokers 
and  tbe  vatn«  of  Ibe  stocks  deposited  as  colUienI  sbnink  *o  rnpidly 
tbst  tlier  Doold  not  be  sold  for  caough  to  cover  the  loaus.  The  ctccUt 
oT  tbe  ituiken  of  coniracfrlal  papn-  stomt  (hi;  atratu  brttcr  aud  tbeir 
^bligsUoat  wrrc  fo»u<l  iitore  ralualrle  for  ttie  ntomuit  tb«n  Uu»c  of 
tbe  liroken.— BoUo,  III..  349-5u> 
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The  uccessitj*  of  redeeming  notes  on  demand  is  the  reasoD 
why  no  currciic>'  based  upon  land  or  property  has  c\'cr  been 
kept  permanently  at  par  with  coin.  Mortgage  banlts  and 
finance  companies  are  legititnaic  forms  of  business  enter- 
prise, but  they  are  not  capable  of  doing  the  business  of  a 
bank  of  issue.  The  as^^ts  are  available  only  at  long  inter- 
vals ood  cannot  be  quickly  converted  into  cash  in  an  emer- 
gency. Several  of  the  leading  banks  of  issue  in  Europe  and 
many  such  lxink«i  In  the  United  Slates  do  a  certain  amount 
of  mortgage  business,  but  it  is  lutually  limited  to  a  small 
proportion  of  their  aggregate  transactions  and  in  many  cases 
is  restricted  by  law  to  a  fixed  percentage  of  the  capital.  The 
two  leading  banking  institutions  of  Belgium  early  in  the 
present  century  and  the  banks  of  Italy  and  Australia  more 
feocatly  nolalcd  this  rule  of  separating  their  note  issue  busi- 
ness from  their  long  term  loans  and  were  forced  to  the  sus- 
pension of  specie  payments  as  tlte  result.' 

The  necessity  erf"  redemption  of  bank-notes  in  coin  on  de- 
mand is  closely  related  to  the  regulation  of  the  roluroc  of 
the  cnrrencj*  and  a  .itahle  system  of  values.  A  surplus  of 
redeemable  bank  currencj'  instantly  corrects  itself.  Deposi- 
tors who  found  themselves  burdened  with  stirplus  bank-notes 
-would  take  them  to  the  bank  for  transfer  to  their  deposit 
accounts.  Those  issued  by  the  depositor's  baok  woiUd  be 
om'cred  Into  its  own  vaults  and  could  not  be  issued  again  in 
any  case  nntil  there  was  a  demand  for  loans  and  discounts. 
ThoK  of  other  banks  would  be  returned  to  them,  under  any 
proper  law.  for  redemption.  This  would  be  done  by  cleariug- 
bouse  arrangements,  wbich  might  not  in  e%'er>'  case  call  for 

'  U.  CoaTcclle-Scnmil  (at  i)  vct;  properly  tniggvsts  tbat  "when  n  bank 
of  circubtioa  \a  well  estat>liihed,  it  may  conaidcr  its  minimum  of  cir- 
cnUtioD  as  a  pcnnancnt  depMJt  snd  make  iavcstmcnts  for  long  terms 
v^tti  tb«  capiul  of  tills  deposit."  Wb«i«  rKUottal>1e  confidence  ex- 
ists in  the  banking  eystciu,  the  coiu  icscrvc  b  laudi  moTc  liktly  tot>e 
drawn  upon  by  the  wiUnlrawal  of  ■Itft'osits  tlinn  In- the  direct  pmciit*- 
tion  of  notrs  for  re^rmptioa,  and  this  has  to  be  reclcoDcd  vith  bj  the 
boakcr,  Wliat  is  suicd  in  the  text  i*,  of  courac.  oul>-  liir  outline  of 
tbv  theory  of  a  banking  currency  and  is  mit^ect  to  man;  modifica- 
ttODS  coasounnt  with  sound  l>anking. 
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transfers  of  coin,  but  would  in  txtiry  case  involve  the  return 
of  the  notes  to  the  issuing  bank  and  their  withdrawal  frotn 
drculatioii.  The  currency  would  be  promptly  contracted, 
without  the  expression  of  any  distrust  by  the  business  com- 
munity and  without  even  the  knowledge  by  an  individual 
depositor  of  bank-notes  tiial  others  as  well  as  hinisclf  fouud 
their  supply  of  bank-notes  in  hand  larger  than  usual.  The 
operation  would,  indeed,  be  bo  completely  automatic  that 
the  redundancy  could  never  reach  any  considerable  propor- 
tion of  the  outstanding  issues  and  au  unusual  issue  of  cur- 
rency in  response  to  a  ^>ecial  demand  would  be  promptly 
followed  by  contraction,  wheu  the  demand  ceased,  without 
intentional  concert  of  action  or  any  change  in  the  usual 
practice*  of  tlie  buaiue&s  community.  If  a  crista  were  con- 
ceivable which  made  the  currency  so  redundant  as  to  arouse 
distrust,  the  banks  themselves  would  become  the  most  pow- 
erful agencies  in  bringing  it  again  within  the  proper  limits. 
If  they  found  their  notes  coming  in  not  only  for  de[x»it,  but 
for  redemption  in  cwn,  they  would  take  immediate  measures 
to  restrict  issues  and  husbantl  their  coin.  If  ihej*  h-td  been 
slow  in  forwarding  the  notes  of  other  banks  for  redemption, 
the>'  would  forward  them  promptly  when  the  accumulation 
became  rapid,  and  if  they  had  been  indifferent  about  de- 
manding settlement  of  balances  in  standard  coin,  they  would 
insist  upou  that  right. 

The  rc«iuircmcnt  of  a  sonnd  banking  cnrrcncy.  that  the 
notes  isauedshall  be  redeemable  in  standard coiu  oo  detaaad. 
has  another  purpose  than  the  mere  test  of  the  solvency  of 
the  banks.  It  goes  to  the  foundation  of  the  ecououiic  aud 
financial  system  of  the  country  and  regulates  its  coomicrcial 
relations  with  other  countries.  This  result  Is  reached  through 
the  medium  of  foreign  exchange,  which  operates  to  main- 
tain au  equality  of  distribution  of  money  among  diflerent 
communities  ami  to  keep  their  nicrchnndise  markets  in  touch 
with  each  other,  MctuIIic  money  m  the  money  of  the  world 
and  of  international  exchange.  A  rednudane>-  in  one  coun- 
try brings  almut  changes  in  the  condition  of  the  loan  market 
which  correct  the  redundancy  and  have  an  influence  upou 
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Iterest  and  prices.  It  is  not  necessary  to  maintaiii  tlie  oM 
tlKory  that  pric«s  are  governed  by  the  volume  of  uielallic 
nioae>'  or  credit  paper  iu  tmler  to  show  that  a  redundancy  of 
the  circulating  medium  corrects  itself  through  the  foreiga 
exchanges.  As  John  Stuart  Mill  acutely  remarked  a  gene- 
ration ago,  when  this  subject  was  less  clearly  understood 
than  at  present :  "  It  is  a  lact  now  be);iuning  to  he  recog- 
nized, that  the  passage  of  the  precious  metab  from  coinitry 
to  countrj-  is  dctenulucd  much  more  than  was  formerly  sxk\y- 
posed,  by  tlie  Mate  of  the  \oan  marlcet  in  different  countites, 
and.  much  less,  by  the  state  of  prices."  ' 

It  is  only  within  the  last  half-century  that  the  manner  of 
controlling  the  exchanges  has  come  to  be  thorouglily  under- 
stood.  It  ia  necessary,  to  a  proper  understanding  of  the  sub- 
ject, to  treat  metallic  money  as  a  coniinodily  and  to  apply 
to  it  the  laws  of  supply  and  demand  which  govern  other 
commodities.     Iu  the  words  of  Profc&.sor  MacLeod  : 

"MscoDDting  a  tnll  for  a  mercbant  is  not  irnding  him  money  tint 
huyimg  ft  debt  due  to  him  :  ami  ibe  prite  of  bucIi  debt  must  follow  ex- 
ftCtly  the  »ainc  lavs  u  tbc  price  of  con,  Of  any  other  uticlc  If 
Booey  is  nry  (caice,  and  wbeat  very  abundant,  tlie  ytXct  of  \rbeat 
inst  IaII  ;  iT  monvy  U  rery  abnnditDt,  the  price  of  ufac^t  will  ri»c. 
price  of  debts  obcrs  the  same  rules.  If  mnncy  betimes  very 
•earce,  tfae  jirice  of  debts  must  fall,  i.e.,  the  dbcouui  inuit  rise.  If 
■pecit  t>ccomes  Bbanilaiit,  tbc  price  of  debt*  will  nsc,  i.e.,  the  <U»- 
eonut  will  fall.  The  |irice  of  debts,  then,  must  foUo¥F  tbe  same  ^reat 
lam  of  roture  that  the  price  of  wheal  doe*."' 

This  proposition,  simple  enough  to  the  modem  banking 
community,  was  only  imperfectly  understood  and  tardily 
acttn!  upon  down  to  i860.  The  narib  of  Kngland  then  for 
the  finrt  time,  at  the  suggestion  of  Mr.  Goschen,  adopted 
the  principle  of  sharply  raising  the  rate  of  discount  one  per 
cent,  at  a  time  when  gold  began  to  leave  the  country.  The 
cflect  wa.<i  man,-ellau3  and  the  method  then  adopted  bfls  since 
been  followed,  with  more  or  less  lialling  steps,  by  every 
banking  institution  in  the  world  when  it  has  been  threatened 

"  f\tlUuat  Economy,  B.  III..  Cb.  viii..  Sec.  4. 
•  Theory  aid  Pradite  0/ itanking,  11.,  378. 
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by  a  drain  of  bullion.    Ttie  effect  of  ofTeriiig  a  higlier  price 

for  money  Is  toaltmct  money  while  compcUiiiK  the  sale  of 
cotiituodtUes.  It  is  uot  so  much  Uiat  comiuocltLies  full 
becAusc  the  mere  vohime  of  the  circulating  medium  ha:: 
been  reduced,  according  to  the  theory  of  the  clas-sicnl  school 
of  political  ccouoray.  It  is  rather  because  the  price  of  money 
having  bccti  raiwd  by  those  ^Tho  have  it  to  sell  in  the  forai 
of  loans,  the  manufacturer  or  owner  of  merchandise  prefers 
to  sell  hi<;  goodi;  nt  »  reduced  price  rnther  tlinti  pay  the 
higher  rate  of  discount  for  c<nidiiued  accommodation  at  the 
batilc. 

The  folly  of  attempting-  to  maintain  a  uniforra  rate  of 
tntereKt  or  discount  in  on  n  par  with  mnintainitig  n  uniform 
price  of  wheat.  At  times  the  price  would  be  too  high  and 
the  wheat  of  the  world  would  glut  the  markets  of  the  coun- 
try enforcing  such  a  law,  diverting  thu  capital  which  might 
have  been  expended  for  other  commodities  and  resulting  in 
artificial  relations  between  wheat  and  all  other  articles.  At 
other  times  the  price  would  be  too  low  and  wheat  would  flow 
steadily  to  the  connlries  paying  the  mnrket  price,  while 
starvatioD  would  stalk  through  the  countr>' which  maintained 
a  fixed  legal  price.  Money  is  governed  by  exactly  the  same 
laws.  The  attempt  to  maintain  a  uniform  rate  of  interest 
or  discount  would  result  in  some  caties  in  a  glut  of  bullion. 
when  the  ruling  rate  of  the  world  was  lower,  which  would 
be  ns  renl  an  inflation  and  as  unlienltliy  an  expansion  (^  credit 
as  any  form  of  paper  inHation  ;  it  woidd  re.sult  in  other 
cases,  when  the  ruling  rate  of  the  world  was  higher,  in  the 
withdrawal  of  all  tlic  bullioa  which  a  country  possessed. 

A  banking  ctirreiicy,  regulated  by  sound  laws  and  the 
enlightened  cx^Krience  of  modern  banking,  affords  as  perfect 
a  regulator  of  the  monetary  circtdatiou  as  the  automatic 
go\xninr  of  a  steam  engine,  V^en  capital  is  redundant,  it 
flows  into  the  banks  in  the  form  of  deposits  of  bank-note.* 
and  of  coin.  The  bank-notes  are  cancelled  and  retired  and 
if  the  redundancy  of  capital  continues  the  rate  of  discount 
falls  and  the  snrplujs  is  avaiUljlc  fur  domestic  or  foreign 
investments.     Domestic  industry  is  tltu.s  able  to  revive  after 
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comiuercial  crisis  as  the  result  of  tlie  luw  rate*  for  Idle 
capital.     The  surplus  of  currency  which  is  not  thu5abs<H'beil 

r£oes  nbroad  in  the  form  of  bullion.  The  moment  sucli 
losses  of  bullion  go  too  far  and  put  a  strain  upon  the  coin 
reserves  of  the  banks,  their  rate  of  discount  is  raised.     This 

r  lias  the  triple  cfTcct  of  retaining  capital  at  home  which  would 
^tbenfise  be  exported,  attracting  capital  from  abroad,  and 
putting  a  check  upon  speculative  enterprises  upon  smalt 
margins.  Money  becomes  harder  to  gt^t  and  it  is  not  gotten 
for  so  many  doubtful  entcrpriircs  or  for  thoM:  promising  small 
and  distant  returns. 

Money  and  capital  are  regntated  by  the  law  of  supply  and 
deniaiul.  like  other  com uiodi lies.  They  pay  smaller  percent- 
ages of  profit,  as  a  rule,  than  other  commodities  and  there  is 
no  danger  that  the>-  can  be  cornered  or  monopolized.  Capi- 
tal is  a  generic  thing  which  can  be  acquired  by  any  one  who 
saves.  In  this;  it  differs  from  specific  eommodities,  which 
may  require  s]x»:ial  methods  of  production  and  which  can  be 
made  the  subjects  of  monopoly.  The  conception  which  has 
sometimes  taken  possession  of  the  opponents  of  a  banking 
currenc}',  that  capital  and  money  can  be  ■'coniered,*'  is  an 

[Absolute  chimera  under  a  system  of  free  banking.     Banking 

rB>-stcms  ha\'c  been  in  force  which  have  had  a  tendency  to 
reattrict  the  supplj'  of  money  because  of  the  conditions  they 
imposed  upon  the  quick  conversion  of  capital  into  negotiable 
Sann  ;  but  just  so  far  as  a  banking  system  Is  free  it  escapes 

^theposiribility  of  such  an  evil,  whatever  others  it  may  bring 
in  its  train.  The  theory  that  all  bankers  and  persons  capable 
of  becoming  bankers  could  or  would  form  a  combination  to 
raise  the  value  of  money  wlien  it  was  [Jentifitl  is  the  same 
in  substance,  and  is  as  reasonable,  as  the  theor>-  that  all 
holders  of  capital  would  cense  to  make  proraissorj-  notes, 
■draw  checks,  and  grant  credits  on  their  books.     The  form 

(■which  this  theory  usually  takes,  that  a  banking  currency 
mrould  encourage  the*'  cornering  "  of  money  more  than  a  gov- 
enimcDt  paper  currency,  is  peculiarly  ill-considered,  because 
the  amount  of  the  latter  is  fised  and  cannot  be  increased 
without  awaiting  the  slow  process  of  legislative  action,  which 


20 


inSTORY  OF  J£OD£flJi'  HaX/TS  OP  ISSUE. 


usiially  involves  also  tlic  snspciisjon  of  specie  payments  and 
the  tipsettiuK  of  Uie  standaids  of  valuu.  The  only  way  of 
"cornering'"  money  is  by  raising  tlie  intt-rest  rate.  The 
moiueut  this  rate  was  raised  aboi'e  ttiat  iixed  l>y  free  compe- 
tition in  the  markets  of  the  worUl,  foreign  otpital  would 
pour  into  the  country-  where  this  condition  exi&ted  in  a 
golden  stream  of  coin  and  bulliou,  interest  rates  would 
begin  to  fall  again,  and  the  "comer"  would  more  quickly 
collapse  than  has  e\'eT  been  tlic  esse  in  the  wheat  or  cotton 
market. 

It  is  not  to  be  inferred  from  what  has  preceded  that  no 
regiilntiou  of  liants  of  issue  by  law  is  justified  or  r«|uired. 
The  Ibi^oiy  of  free  banking  simply  assumes  that  equal  privi- 
leges shall  be  grautcd  to  all  hanks  which  comply  with  uai> 
form  and  reasonable  conditions.  The  contest  which  has 
been  waged  in  France  and  .some  other  European  countricii 
on  behalf  of  free  banking  has  not  been  waged  against 
proper  government  supcr\'i5ion  of  Ixinks  of  is.snc,  but  against 
the  grant  of  the  privilt^  of  monopoly  of  issues  to  a  single 
institution  or  a  limited  numlwr  of  inslitulimis.  Go^*emmeiil 
regulation  of  inslitulions  owned  entirely  by  private  individ- 
imls  is  D  very  different  thing  from  go\*crnmcnt  ownership, 
and  the  exercise  of  such  supervision  under  a  bankins  system 
open  to  all  comers  who  comply  with  reasonable  nrquiremenls 
is  very  different  from  iu  exerdse  over  a  angle  institution, 
holding  spwrial  privileges  by  grant  of  the  sox'creign  power. 
The  e^i^utiid  limitatiou  upon  govemnieut  supeivisiou  of 
banking  is  that  it  shall  restrict  aslitUc  as  possible,  consonant 
with  the  safety  of  the  business  public,  the  full  operation  of 
the  functions  of  the  bank.  It  may  be  justifiable  to  impose 
fixed  pi'oportionslietwceii  capital  and  note  i.ssues and  between 
liabilities  and  the  normal  cash  reserve ;  to  provide  specific 
methods  of  keeping  accounts  and  to  authorise  full  govern- 
ment insj>eclion  of  such  accounts ;  bu:  legal  regulation 
should  allow  as  mucli  elasticity  as  possible  tii  the  full  use  of 
the  powers  of  the  bank  in  times  of  emergeocy  for  Uie 
acconunodation  of  solvent  huaness  men  and  the  protectloa 
of  the  community  from  needless  pouiics. 


CHAPTER  II. 

ANCIENT  ASD   MODERN    BAJJEIN'C  IN  ITALY. 


Cbancter  of  Ihc  Ancient  Banks— Origin  of  tbc  Word  "  Bank" — The 
Boaka  of  th«  Itnlion  States— The  Unlficatton  of  the  Bonlcbg 
Srstcui— Tbc  Pupcr  Money  U&nia  and  tlic  Ptcscut  Bconoiuic 
Co^idition  of  Italy— Fliglit  of  Sutaldluij  SiU-rr  lo  Oilier  Cnuo- 
iriM. 

ITALY  is  in  a  sense  the  mother  of  modem  banking,  asshe 
is  also  th«  iospiratioD  of  much  that  is  best  in  modem 
literattire,  art,  and  religious  faitli.  The  oldest  bank  is 
generally  considered  to  have  been  that  of  Venice,  founded 
dtiring'  the  wars  which  the  island  republic  was  waging  with 
the  Roman  Empire  of  the  East  and  its  succeaisor  and  rival, 
the  Holy  Roman  Empire  of  the  West.  The  Bank  of  Venice, 
however,  was  at  the  outset  simply  a  transfer  ofBce  for  the 
national  debt.  Sc^xral  forced  tnan.s  had  been  contracted, 
the  first  apparently  in  1156.  which  were  converted  into  per- 
petual annuities,  paj-ing  an  annual  interest.  The  govern- 
ment appoinced  commissioners  to  consolidate  these  loans 
and  to  issue  stock  certificates  or  credits.  This  constituted 
the  e\'idences  of  the  debt  into  registered  negotiable  secu- 
rities, which  were  transferred  from  time  to  time  on  the 
books  of  the  bank  and  thus  served  certain  purposes  of 
exchange  in  the  same  manner  ilmt  such  securities  serve  at 
the  prcscut  lime.  The  actual  business  of  deposit  banking 
by  the  issue  of  circulating  notes  was  not  undertaken  by 
public  authority  in  Venice  until  four  cenluriL-s  later,  in 
1587,  when  foreign  coins  were  received  at  their  bullioti  value 
ftnd  certificates  were  issued  promising  a  return  of  bullion  of 
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the  same  value  of  standard  weight  and  fineness.'  The  Baok 
of  Venice  proper  {Banco  d^l  Gird)  was  established  by  decree 
of  the  senate  in  i6ig.*  The  origin  of  the  word  "  Banlc,"  is 
traceable,  however,  to  the  form  of  business  done  by  the 
Venetian  loan  office,  and  for  this  reason  it  deserves  some 
attention  as  the  origin  of  modem  banking. 

One  of  the  names  of  a  public  loan  in  Italy  was  Monte,  or 
joint-stock  fund,  and  the  first  Venetian  loan  was  called  the 
Monte  Vecckio,  or  old  loan,  in  contrast  with  the  later  ones, 
called  Monte  Nuovo,  and  Monte  Ntiovissimo  (new  and  new- 
est). The  Germans  were  influential  in  Italy  at  this  time  and 
their  word  for  Monte  was  Banck,  which  the  Italians  con- 
verted into  Sana}.  The  word  bank  was  frequently  used  in 
English  as  well  as  Italian  to  signify  a  mass  of  money  or  a 
joint  stock  fund.  The  definition  given  in  an  Italian  dic- 
tionary in  1659  is,  "Monte,  a  standing  bank  or  mount  of 
money,  as  they  have  in  divers  cities  of  Italy."  '  The  issue 
of  paper  money  directly  by  the  state  was  spoken  of  as  "  rais- 
ing a  Banke  ' '  in  colonial  days  in  Massachusetts,  the  word, 
"bank,"  standing  for  the  money  rather  than  the  institution 
which  'put  it  in  circulation.'  Blackstone  also  says  that  at 
Florence  in  1344,  "government  then  owed  about  ;^6o,ooo, 
and  being  unable  to  pay  it,  formed  the  principal  into  an 
aggregate  sum,  called,  metaphorically  a  Mount  or  Bank,  the 
shares  whereof  were  transferable,  like  our  stocks."*  The 
use  of  the  word,  therefore,  if  not  the  methods  of  modem 
banking,  comes  from  the  institutions  of  Venice,  Florence 
and  Genoa,  which  were  at  the  outset  the  registry  offices  of 
the  public  debt. 

The  Bank  of  Genoa  grew  out  of  the  pledge  of  the  public 
revenues  for  the  loans  contracted  to  carry  on  the  wars  of  the 
fourteenth  century.  The  lenders  were  permitted  to  receive 
the  produce  of  the  taxes  by  their  own  collectors,  paying  into 

'  Gilbert,  I..  11,  note. 

♦Palgrave,  103, 

'  MacLeod,  Theory  and  Practice  0/ Banking,  I,,  315. 

•Weedcn,  318. 

•  Commen^ries,  I.,  327. 
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the  Trensurj'  the  exc*«i  above  thetr  claims.  The  multi- 
plicity of  lliesc  claims  led  to  the  formation  in  1407  of  the 
Bank  of  St.  Gt;orgc,  whicli  became  from  that  time  the  sole 
ialermediary  bet%veeii  the  State  and  its  creditors.  Everj* 
senator  on  taking  of&ce  Kwore  to  uiaintniii  the  privileges  of  the 
bniilc,  which  were  confirmed  by  the  Pope  and  the  German  Em- 
peror. "The  bonk."  says  Hnllam,  "interposed  its  advice 
in  everj'  measure  of  govcninicnt  and  generally,  it  is  ad- 
mitted, to  the  public  advantage.  Il  equipped  nrmftraenL-s  at 
its  own  expense,  one  of  which  subdued  the  island  of  Cor- 
nea :  and  this  acquisition,  like  those  of  our  great  Indian 
corporation,  was  long  subject  to  a  company  of  merchants, 
without  any  interference  of  the  mother  cD«ntr>'."  '  This 
territor>'  was  taken  by  way  of  security  for  the  loan,  iu  the 

^atune  manner  that  reveimes  from  specific  sources  are  still 
aledgc<l  by  second-rate  powers  in  Kuropc  and  Asia  for  tlie 
fulfilmeJM.  of  tlieir  pledges. 

The  forerunners  of  modem  loan  and  deposit  banks  were 
the  private  hankers  of  the  Italian  cities  wliu  leut  money  to 
traders,  merchants,  and  kings.  The  Jews  were  the  money 
lenders  of  the  dark  ages  and  their  monopoly  of  the  business 
was  confirmed  among  the  Christians  by  an  absurd  prejudice 

^against  lending  money  at  interest,  upon  the  grouiul  that  it 
cooatituted  usury,'  The  Jews  were  several  times  expelled 
from  the  leading  eotmtries  of  Western  Europe,  and  as  carly 
as  the  thirteenth  century  the  Christian  merchants  of  Lom- 


'  Europe  during  Itw  Middle  Ages.  11..  530. 

'  Prof  Jann«t  points  oat  that  tbc  prrjndice  against  loans  at  intereft 
vas  not  without  its  justilicutiou  ticforc  money  came  to  be  tforrowed 
for  tbe  porposM  of  prodactiofl,  becatise  tbe  proceeds  of  tbe  loan  w«t« 
tiKully  ronittmcc!  in*t«ftd  of  multiplied,  anr!  if  loon*  At  inietcst  Iiod 
been  Doivenklly  spprored  they  would  soon  have  resulted  in  rural 
locslitirs  in  tfac  piwtical  enfiUi^tnnit  of  llic  peantits  wtio  were  on- 
bMc  to  pay.  Tlic  diBtincUon  ><«tvre«n  loans  for  production  and  for 
coawmpcion  «u  esrij  trcognutrdbytlicCbtircIi,  andtbcliAta  Lalcran 
,  Cmtncil  (1512-17)  decreed ;  "  Ea  est  propria  untntnim  inlerpretatlo, 
'qtuuido  Yldclicct  ex  uau  rei  <iuae  non  germinal  sullo  laborc,  anllo 
■umplu,  iiutlove  periculo  lucrum  fovtuaque  conquiri  Ktudelur."— Zf 
C^^tal,  la  SpienlatioH,  et  la  Fimanee,  81. 
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bardy  and  the  South  oi  France  took  np  the  bnsitiess  of 
remitting  money  fay  bills  of  exchange  and  of  lending  at  in- 
terest. Bills  of  exchange  proved  peculiarly  useful  to  the 
Church  of  Rome  by  facilitating  the  remission  to  Italy  oi  the 
immense  sums  subscribed  by  the  faithful  beyond  the  Alps, 
and  Italian  bankers  penetrated  to  England  and  were  allowed 
to  farm  the  customs  as  security  for  their  loans.'  Edward 
III.  defaulted  in  his  payments,  owing  the  Bardi  at  Florence 
900,000  gold  florins,  and  the  Peruzzi  600,000  florins.  These 
two  great  banking  houses,  who  were  described  by  Villani  as 
the  pillars  which  sustained  a  great  part  of  the  commerce  of 
Christendom,  were  obliged  to  suspend,  and  their  foilure 
carried  down  a  great  number  of  Florentine  citizens  and 
caused  great  distress  in  the  city. 

The  essential  feature  of  modem  banks  of  issue — the  <nr> 
culation  of  notes  payable  to  bearer  and  redeemable  in  coin, 
but  only  partly  covered  by  the  coin  reserve. — was  not 
worked  out  until  the  seventeenth  century.  The  famotis 
Bank  of  Amsterdam,  founded  in  1609,  was — like  the  Bank  of 
Venice,  after  it  really  became  a  bank  at  all, — a  mere  issuer 
of  warehouse  receipts  for  coin.  The  foundations  of  the 
great  structure  of  modem  credit  were  already  being  laid 
among  private  citizens  and  money  lenders,  but  had  not  at- 
tained their  present  form.  That  property  might  be  trans- 
ferred by  paper  representatives  was  demonstrated  by  the 
immemorial  use  of  bills  of  exchange,  and  the  perception  of 
this  truth  led  to  the  many  crude  schemes  of  banking  upon 
landed  security  which  formed  the  basis  of  Law's  bubble 
under  the  French  monarchy,  led  the  American  colonies 
through  every  form  of  monetary  folly,  and  deceived  for  a 
moment  even  the  sane,  clear  mind  of  Hamilton.  William 
Potter,  in  his  /^ey  to  Wealth*  groped  towards  the  modem 
theory  of  bank  issues  in  the  suggestion  that  greater  mobility 
should  be  given  to  trade  by  some  firm  and  known  security 


'  Hallam.  11.,  539.     The  Bardi  are  said  to  have  farmed  all  the  cos- 
totns  in  England  in  1339  for  £-20  per  day. 
'  E^blished  in  London  in  1650. 
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and  that,  failing  a  nc-w  supply  of  gold  and  siU'cr.  a  flag  or 
sign  of  specie  might  be  instituted.  He  grasped  the  conccp- 
tion  of  some  of  tltc  \ksX.  mixleni  tliinkcrs  iu  the  stulemciit 
that  "  Money  is  given  to  men  for  tltcir  commodities,  upon 
no  otlier  acconipt  ttian  as  an  Evidrtut  or  Testimony  (That  is 
as  it  were  a  Token  or  Ticket)  to  Higiiific  how  far  forth  other 
men  are  indebted  for.  and  ingaged  to  recompencc  the  fruits 
of  their  labors,  or  possessions  by  commodities  of  some  otUer 
kind,  instead  of  tliwe  that  for  such,  mouey  they  parted 
with."  China  had  paper  money  as  early  as  the  seventh 
century,  but  the  transport  notes  of  the  Stockholm  bank, 
issued  in  1661  to  avoid  the  transportation  of  copper  coin, 
are  consitlered  the  earliest  type  of  modem  Ixink-notes.' 
With  the  progress  of  the  arts  of  peace,  the  private  bankers, 
the  great  bank»  of  Italy,  niid  the  Bank  of  Amsterdam  thus 
gradually  perfected  the  methods  of  clearing  by  credits  on 
their  books,  while  the  great  tneorporated  banks  provided 
credit  with  its  poteat  mcxlera  instrument — the  batik-uote 
'  payable  in  coin  nn  demand. 

But  it  is  the  purpose  of  this  work  to  deal  with  modem 
bonks  of  issue  and  not  with  the  antiquities  of  medixval 
comiDerce.  The  disorders  which  came  on  the  heels  of  the 
French  Revolution,  wiping  out  the  boundaries  of  states  and 
destroying  the  freedom  of  the  Italian  cities,  put  an  end  also 
to  most  of  the  ancient  banks.  The  only  one  which  .sunivcd 
was  a  land  and  mortgage  bank  called  .\fonU  dfi  PttuAi,  at 
Sienna,  which  was  believed  to  date  back  to  the  se\*enteenth 
century.  The  first  effort  to  found  a  modem  bank  was  made 
at  Genoa  upou  the  foundations  of  the  old  Bank  of  St.  George. 
The  eBFort  wxs  not  sticcessftil.  and,  in  the  opinion  of  M. 
Coarcel]e>SeDeuil,  this  is  not  to  be  regretted,  '*  for  the  Bank 
of  St.  George  was  adapted  to  customs  and  commercial  usages 
which  have  ceased  to  exist."  The  next  attempt  to  establish 
a  banking  system  in  Piedmont  was  made  by  letters  patent 
of  King  Clmrle«  Albert,  mider  dale  uf  March  t6,  1844.  The 
new  bank  was  to  be  known  as  the  Bank  of  Genoa,  to  have  a 


'  RoKber,  I.,  443. 
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capital  of  4,000,000  lircs  ($Roo,cxx)),  and  to  be  under  the 
supervisioa  i>r  a  royal  comiuissioiier  and  sub-commtflsioner. 
The  bank  rtoeivetl  a  subvention  of  4,ocx>,ooo  lires  from  the 
govenimetit  during  1^146  and  the  Tollowing  years,  upou 
which  it  paid  interest  at  tiro  per  cent.  A  bank  wns  founded 
at  Turin  on  October  16,  1847.  witli  a  capital  of  4,000,000 
lirts,  but  the  political  and  economic  crisis  of  1848  checked 
its  development.  A  royal  ordinance  of  December  14,  1849, 
authorized  it  to  unite  n'ith  the  older  bank  under  the  dcnom- 
iuation  of  the  National  liank  of  Sardinia,  with  head  oQice:^  at 
both  Genoa  and  Turin,  The  duration  of  the  new  establish- 
ment wns  iixed  at  thirty  years,  beginning  on  Januarj-  i, 
1850,  and  its  capital  at  S.ooo.ooo  lires,  which  was  afterwards 
increased  to  32.000,000  lires  ($6,200,000). 

The  government  in  1848  resolved  upon  a  loan  of  20,000,000 
lires,  which  the  Bank  of  Genoa  wait  required  to  furnish  at 
two  per  cent,  upon  the  pledge  of  the  goods  of  the  Order  of 
Saints  Maurice  and  Laiianis.  Forced  legal  tender  character 
wasgi^'eu  to  the  bank-notes  and  an  iucrease  in  i^tsues  per- 
mitted of  20,000,000  lircs.  The  smallest  notes  were  reduced 
from  3jo  lires  (|iso)  to  100 1  ires  ($}o;  with  the  coiiditioii  that 
Che  notes  of  100  lircs  should  not  he  issued  to  tlie  amount  of 
mote  than  one-fiAli  of  the  total  circulation.  The  loan  was 
reimbursed  to  the  bank  and  specie  [wyraents  were  resumed 
at  the  end  of  1849.'  The  bank  from  that  time  followed  the 
fortunes  of  tlie  Royal  House  of  Sardinia,  and  extended  its 
branches  and  operations  with  the  succxss  of  the  Sartiiuian 
arm*;  and  the  consolidation  of  the  Italian  States.  It  was 
necessary  in  1856  to  authorize  the  bnnk  to  exceed  the 
maximum  note  circnlation  allowed  by  its  statutes,  which  W3S 
tltrce  times  the  cash  reserve.  The  bills  of  the  bank  were 
again  made  legal  tender,  with  stispcnsion  of  casli  paytiicnts 
on  April  27,  1859,  on  the  occasion  of  the  war  with  Austria, 
and  the  bank  was  authorized  to  issue 6.aao,ocx)  lires  ta  notes 
of  twenty  lires  ($4)  and  to  open  a  credit  for  the  government 
to  the  amoiuit  of  30,000,000  lircs  at  two  per  cent.    The  bank 
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prtidentl)-  conducted,  tlie  govcrument  did  uot  draw  its 
'full  credit,  mid  the  notes  fell  but  lilUt  below  par.     Their 
circulation   was  extended  on  June  it.  1859,  to  the  entire 
territory  occupied  by  tlic  Sardinian  tnxips. 

Tbe  hank  was  reorganized  at  this  time  as  the  NatJoual 
Bank  of  the  Kiugdom  of  Italy,  in  pursuance  of  the  plans  of 
King  Victor  Emmanuel  for  the  uniBcalion  of  Italy.  Its 
cspiital  was  Increased  to  40,000,000  lire:t  ($S,ooo,ooo)  and 
three  head  offices  of  Ciiual  raulc  were  established  at  Turin, 
C«noji,  and  Mil»n,  the  latter  being  a  new  office  within  the 
turitory  added  to  the  new  Kingdom  of  Itaty.  The  bank 
[resumed  specie  payments  and  opened  a  credit  of  18,000.000 
lires  in  favor  of  the  govcrniucnt.  Branches  were  established 
in  i860  at  Bergama,  Brescia,  Como,  Modena,  and  afterwards 
Lat  Ano«ma  and  Perusia.  The  iKink  absorbed  the  leading 
'banks  uf  Bologua  axuX  Parma  and  established  branches  at 
FcTTara,  at  Porli.  and  at  Ravenna.  Tbe  annexation  of 
Naples  to  the  Kingdom  of  Italy  did  not  result  in  the  de- 
stniction  of  the  Banlcs  of  Xaplts  and  Sicily,  but  the  National 
Bank  was  authorized  to  establish  a'  principal  branch  at 
Naples  and  branches  at  Catana,  Mc-wina.  Rcggio,  and  other 
places  in  Southern  Italy.  Branches  were  also  authorized  at 
this  time  at  Pavia,  Cremona,  and  Piacentia. 

The  character  of  the  National  Bank  of  the  Kingdom  of 
Italy  was  not  cs:«cntially  changed  until  the  Act  of  August 
10,  1S93,  but  its  relations  to  the  governineut  constantly  grew 
closer  and  it  was  compelled  to  accept  forced  legal  tender  for 
Its  notes  in  order  to  comply  with  demands  for  advances  to 
the  Slate.     Suspension  of  specie  payments  was  decreed  st 
the  outbreak  of  thcwarin  1866,  althougli  the  capital  of  the 
Bwik  bad  been  increased  by  the  decree  of  June  29,  1S65,  to 
100,000,000  lires  ($20,000,000).     The  prm'iBion  for  the  sus- 
pension of  sjjecie  payments,  with  legal  tender  quality  for  the 
tbank-uotcs,  applied  only  to  the  National  Bank,  but  the  latter 
[*as  required  to  furnish  circulating  notes  without  charge  to 
rother  banks  of  circulation.  The  depreciation  of  the  bank-notes 
drove  the  subsidiary  coins  out  of  circulation,  and  many  small 
banksof  deposit,  commercial  houses,  and  even  retailers,  issued 
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certificates  of  one  lire  and  50  centimes  to  take  their  place. 
The  governmeiu  in  i868  sought  lo  drive  these  notes  out  of 
drculation  by  authorizing  tlie  issue  of  uotcs  for  one  lire  by 
the  regular  banks  of  circulation,  which  were  made  legal 
tender  for  a  limited  sum  throughout  the  Kingdom,  The 
bauk  made  haudsome  profits,  as  asual  when  specie  payments 
arc  siupcndcd,  made  large  advances  to  the  government  and 
again  increased  its  capital  to  200.000,000  hres  under  author- 
ity  of  a  law  of  April  g,  1872.' 

The  policj'  of  the  Italian  government  to  introduce  unity 
into  every  branch  of  Italiau  sfiairs  was  pursued  cautiously 
in  the  case  of  the  bank-note  circulation  and  without  the 
hasty  abrogation  of  the  rights  of  tlie  banks.  No  new  bank 
could  be  constituted  without  the  authority  of  a  special  law, 
but  five  banks  of  circulation  conducted  business  without 
interference  by  the  side  of  the  National  Bank  of  Italy. 
The  Roman  Bank,  founded  in  J851  n-ith  a  privilege  secured 
until  December  31,  1.S89,  had  a  capital  of  15.000.000  lircs 
aud  while  Rome  was  independent  of  the  Kingdom  of  Italy  was 
under  the  protection  in  a  measure  of  the  Papal  power.  The 
National  Bank  of  Tuscany  was  established  in  July,  1857, 
with  a  capital  of  30,000,000  lircs  and  the  Tuscan  Rank  of 
Credit  was  establishwl  for  thirty  >-ears  iu  March,  1860,  with 
a  capital  of  10,000,000  tires,  of  which  only  half  was  paid  in. 
Both  these  banks  were  located  at  Florence.  The  Bank  of 
Naples  was  founded  as  early  as  1794  and  the  capital  was 
coiitribuled  In  part  by  the  State.  It  had  a  head  office  at 
Rome  and  about  a  doKcn  branches.  The  Bank  of  Sicily  was 
also  an  old  establishment,  with  its  headquarters  at  Palermo. 
four  principal  offices  in  other  parts  of  Sictty  and  bmnches  at 
Rome  aud  elsctvliere  in  Italy.  The  capital  of  the  Bank  of 
Naples  \vas  originally  32.500,000  lires  and  that  of  the  Bank 
of  Sicily  was  8,000,000  lires.  The  authorized  circulation  of 
these  banks  under  the  law  of  1 874  was  45o,cxw,ooa  lircs  for 
the  National  Bank  of  Italy  ;  45,000,000  lires  for  the  Roman 
Bank  ;  63,000,000  lires  for  the  National  Bank  of  Tuscany  ; 


■Joglar,  Article  **  Baocpn,"  In  Dtdionnoire  dti  Fmnitces,  I.,  344. 
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15.000.000  Ures  for  the  Tuscan  Bank  of  Credit ;  i46,25o,cx» 
lircs  for  the  Bank  of  Naples,  aud  36,000,000  for  the  Biuk  of 
Sicily,  making  a  total  of  755,250,000  lires  ($150,000,000).' 

The  ucocssily  of  niaiutaiiiing  public  credit,  and  some  com- 
plaints b>-  the  other  Ixiiiks  that  they  suffered  by  the  special 
&TX>r»  g:rai)tcd  to  the  Nattonal  Bunk,  led  to  legJKlution  in 
1874  which  e&labh&hed  the  Consorzio.    This  arrfingenient 
formed  the  banks  into  a  syndicate  for  the  withdrawal  of  the 
.notes  wsucd  directly  on  behalf  of  the  gnvemmcnt  .ind  the 
substitution  of  a  like  sum   (.^40,000.000  lircs)  in  bank  bills 
of  the  National  Bank,  which  were  made  legal  tender  through- 
out the  Kingdoui.     The  uotes  issued  by  the  provincial  batiks 
on  their  own  account  were  to  be  legal  tender  only  within  the 
province  iu  which  the  bank  was  established.    The  govem- 
'Snent  voted  itself  the  authority  to  increase  its  loans  from  the 
raasociated  banks  to  1,000,000,000  lires  ($300,000,000)  and  to 
demand  a  certain  proportion  of  the  amount  in  gold.     The 
government  pledged  itself  to  deposit  6ve  per  cent,  securities 
as  the  guarantee  of  the  loan  and  to  pay  a  low  rate  of  inter- 
est.   The  advances  actually  made  to  the  government  under 
this  arrangement  reached  940,000,000  lires,  of  which  600,- 
ooOkOOO  was  reimbursed  from  the  product  of  a  specie  loan 
^authorized  by  the  law  of  April  7,  iSSi,  and  the  remainder 
-■was  tnujsfonned  into   government  bills.     The  Consorzio 
f'Catne  lo  au  end  with  the  aboliUon  of  fotxred  legal  tender  in 
1884.    The  circulation  of  the  banks  was  slightly  iiicreai«d 
by  the  law  of  June  30,  1S91,  which  admitted  a  maximum 
limit  equal  to  the  mean  circulation  of  1S90. 

The  suspension  of  specie  payments,  the  failure  of  the 
Roman  Bank,  and  the  almost  complete  collapse  of  the  bank- 
ing system  of  Italy  came  about  in  the  latter  part  of  1S92  aud 
the  beginning  of  1893  as  the  result  of  wilful  violations  of 
lav  by  the  banks  and  the  guilty  connivance  of  public  offi- 
cials. The  Roman  Bank  was  accused  of  exceeding  itscircn- 
latioQ  at  almost  the  same  moment  that  the  director  of  the 
Roman  branch  of  llie  Bauk  of  Naples.  Signor  Cucciniello, 
'  Alfrrd  Nrt-mnnl;.  .Article  "  Banqtic,"  in  Didionnairt  (T^OMtotHie 
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Qed  with  bis  secretary-,  lenving  oliligatioiis  of  3,000.000  Itres 
($400,000)  a»d  compelliag  the  branch  to  close.  It  was  found 
tbflt  the  excess  of  note  issues  liad  been  distributed  among 
the  [xjliticiaiis  by  the  thousands  aad  huudredsof  thousands. 
A  Roman  deputy  had  receivetl  4,000.000  lircs ;  3  former 
minister,  2,000,000  li res  ;  a  well-known  Snancier,  1.500,000; 
a  newly  elected  deputj-.  1,000,000  ;  a  former  editor.  150.000  ; 
and  others,  various  sums  from  1,000  to  500.000  lires.'  Some 
of  these  sums  were  put  in  the  form  of  loans  and  advances, 
but  the  security  was  noniiaul,  many  of  the  loans  were  loug 
over-due.  and  Sipior  Taiiglongo  of  the  bonk  lu-inagcment 
declared  that  he  had  been  compelled  to  retain  these  [MK>ple 
by  the  ordeni  of  ses-eral  miiiistern  and  of  a  pnaddeut  of  the 
council. 

Au  ofEcial  investigation  was  ordered  and  the  report  by 
Senator  Finali  showed  that  three  of  the  banks  had  exceeded 
the  legal  limit  of  their  circulation  and  that  nil  had  tied  up 
their  asseta  to  an  alarming  extent  in  secnrftJea  which  could 
not  be  readily  negotiated.  The  excess  of  circulation  in  the 
case  of  the  Roman  Bank  vt-as  64,543,230  lires  ;  the  Bank  of 
Sicily,  14,917,203  lires;  and  the  Bank  of  Naples,  2,041,501 
lires.  It  was  found  that  the  National  Bank  also  liad  is:«ued 
53,700,000  lires  illegally  by  order  of  the  administration. 
The  funds  not  readily  negotiable  at  sight  were  reported  as 
628,620,686  lires,  or  nearly  twice  the  capital  and  rescr\'cs  of 
the  bank^  the  Tuscan  Bank  of  Credit  alone  being  in  a  sound 
condition,'  The  loans  npon  mortgages  and  other  securities 
slow  to  realize  were  199.756.000  lires,  and  what  were  called 
the  ■'  Direct  Employments"  of  the  funds,  in  Treasury  bonds 
and  other  paper  below  par  or  of  doubtful  value,  wert  172,- 
343.000  lires.  The  deputies  who  had  paper  over-due  were 
fouud  to  number  sixteen,  and  the  amount  of  the  paper  was 
5,922,410  lires,  some  of  it  going  back  to  1878.  There  were 
nine  more  deputies  who  liad  oblaine<l  renewals  to  the  amount 
of  64 1. 670  lires.  Among  the  latter  was  Premier  Cri»i»,  with 
loans  of  244.000  lires  which  had  been  renewed  since  18S7. 

'  HeVHt  Jft  BaaifHes.  Mucli.  189a,  XTI.,  jk- 
»  Revurdti  Bamques.  May,  1895,  XII..  378. 
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It  was  Htated  that  a  report  of  August  30,  18S9,  had  nliown  a 
clandestine  circulation  of  9.000.000  lines  by  the  Roman  Bank, 
and  tlial  it  was  known  to  Signor  Crispi,  then  President  of 
tile  Council  of  Ministers,  as  well  as  to  Signer  Gioliiti.' 
These  discoveries  were  a  deatb-blow  to  tbc  Italian  bank- 
ring  system  as  it  then  existed.  The  Roman  Bank  was  com- 
pelled to  liqni<inte,  and  its  nffaJnt  were  taken  in  cliarge  by 
the  National  Bank.  The  privilege  of  the  banks  expired  in 
,1889  and  1890,  but  had  been  renewed  for  brief  pcriod.s  until 
FtlK  close  of  189Z.  A  law  was  then  pending,  proposed  by 
Signor  Grimaldi,  which  provided  for  a  renewal  fur  six  years, 
and  tliat  every  bank  should  accept  the  notes  of  the  others. 
But  this  project  went  by  the  board  when  the  rottenness  of 
the  existing  banking  system  was  disco^'ered.  and  the  gov- 
ernment seized  llic  opportunity  to  posh  a  step  farther  the 
policy  of  unity  and  consolidation.  The  National  Bank  of 
llic  Kingdom  was  badly  compromised,  and  the  redemption 
of  its  notc^  in  specie  was  iudeiinitely  suspeuded,  but  it  was 
made  the  basis  of  the  new  institution  founded  by  tlie  law  of 
August  10.  1893. 

.  The  new  law  provided  for  the  fusion  of  the  National  Bank 
of  the  Kingdom  of  Italy  with  the  National  Bank  of  Tus- 
cany and  the  Tuscan  Bank  of  Credit.  The  name  of  the 
new  institution  is  simply  the  Bank  of  Italy,  and  it  i.s  required 
to  establish  offices  or  branches  wherever  they  have  been 
csiablisbed  by  the  National  Bank  of  Tuscany.  The  capital 
'of  the  new  bank  wa.1  5xed  at  joo.ooo.ooo  lires  ($60,000,000) 
and  its  pri\ileges  were  confirmed  for  twenty  years.  The 
I  Jtoman  Bank  was  already  in  process  of  liquidation  when  this 
was  passed,  so  that  the  only  remaining  banks  of  issue 
Fare  those  of  Naples  and  Sicily.  The  maximum  limit  of  cir- 
culation during  the  continuance  of  the  forced  legal  tender 
policy,  was  fixed  at  800,000,000  llies  for  the  Bank  of  Italy, 
x43.000.D00  lires  for  the  Bank  of  Naples,  and  55.ocx>.ooo  lires 
for  the  Bank  of  Sicily.  This  circulatiou  is  to  be  reduced 
«rery  two  years  after  1897,  and  until  in  1907  it  shall  stand 


*  Ia  Martkf  FinamcUrtm  tSgj-^f,  Ijt. 
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at  630,(»o,ocio  llr«£  for  the  Wavk.  of  Italy,  190,000,000  for  the 
Bank  of  Naples,  and  44.000,000  lires  for  tlie  Bank  of  Sicily, 
making  a  total  of  864,000,000  Itrcs.  If  either  bank  at  tlic 
end  of  fourteen  years,  from  the  date  of  the  law,  lacks  a 
resenv  corresponding  to  one-third  of  iu  cdrculation,  tlie 
circulation  must  be  reduced  wilhtu  three  months,  and  the 
amount  of  the  reduction  transferred  to  the  banks  which  pas- 
scss  01  pay  in  the  necessary  reaen-e.'  The  banks  are  author- 
ized to  increase  their  circulation  beyond  the  legal  limits 
wlien  their  notes  are  entirely  covered  by  legal  coin  or  by  gold 
bullion,  and  notfs  may  be  issticd  beyond  the  limit  for  the 
purpose  of  ad\'anccs  to  the  gm'erument. 

The  reser\-es  of  the  banks,  whcu  on  a  specie  basis,  arc  fixed 
at  forty  per  cent,  of  the  circulation,  including  thirty-three 
per  cent,  in  coiu  or  bullion  and  tlie  remainder  in  forcigu 
bills  of  exchange  approved  by  the  Minister  of  the  Treasury. 
The  metallic  reserve  is  required  to  consist  of  gold  in  the 
proportion  of  at  least  Ibree-quarters.  The  law  provides  that 
bnU  non*  in  circulation  shall  cease  to  be  a  legal  tender  after 
December  31,  1897,  and  shall  no  longer  be  redeemable  after 
December  3?,  1903.  A  permanent  super\'ision  over  banks 
of  i<»uc  is  cstabUsUed  Ihiuugh  a  board  consisting  of  the  Min- 
ister of  Agriculture,  Indu!^tr>'  and  Commerce,  and  the  Minis- 
ter of  the  Treasury.  A  special  inspection  is  to  be  made 
under  the  authority  of  these  ministers  every  two  years,  aud 
the  results  reported  to  Parliament  within  three  mouths.  The 
nomination  of  the  director  general  of  the  Bank  of  Italy 
must  be  approved  by  the  gox'cmracnt.  One  of  the  prm-isiotw 
of  the  law  provided  that  if  the  deposits  exceeded  a  certaia 
figure,  the  bank  must  redtice  ilscircnlation  by  three-quarters 
of  the  depnpiiLs  bejiring  interest  in  excess  of  the  limit ;  but 
this  jwovision  was  suspended  by  decree  of  Jauuar)*  33. 1894.' 

The  new  banking  law  did  uot  rescue  Italy  from  the  rfgime 
of  depreciated  currency  and  was  probably  not  expected  to 
do  so.     The  go\'emmcnt  was  reduced  lo  subterfuges  to  in- 

■Section  3.  Law  of  Augut  10.  tS93.  BhIUIU  de  StAHsHqtK,  3CXXrV.. 
354. 
•  BulUtim  df  S/aHsiifur,  Tebnuiry,  18^  XXXV,,  aoj. 
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the  volume  of  paper  money  and  provide  itself  mth 
ftiTKU  lo  meet  pressing  obligalinn<4.  The  decree  of  January 
23.  1S94.  i»eniiilltfd  a  supplemeniary  i^tsue  of  bank-notes  to 
tlie  amount  of  90.000,000  lires  for  the  Bank  of  Italy,  38,000.- 
00a  for  the  Bank  of  Naples,  and  7,000,000  for  the  Bank  of 
Sicily.  These  new  issues  were  not  directly  authorised,  but 
the  penal  tax  itnpOM^d  by  tbe  bankiug  law  was  reduced  to 
two-thirds  of  the  rate  of  discount  up  to  the  limit  of  the  pro- 
new  issue.  A  decree  a  month  later,  February  31, 
1894,  purported  to  put  a  limit  of  600,000,000  lircs  oh  the 
circulation  of  State  notes,  and  Article  5  of  the  same  decree 
provided  that  the  banks  might  rulccm  their  notes  (»i  pie- 
scntalioa  at  tbe  market  rate  of  depreciation.  This  favor 
was  only  to  be  accorded,  however,  lo  the  batiks  which  com- 
plied with  the  requirement  of  Article  2.  that  they  transfer  to 
the  credit  of  the  gm-emment  200,000,000  lires  in  gold  and 
r  accept  a  new  issue  of  government  notes  as  a  substitute.'  The 
ocw  Dotes,  of  which  145,000,000  lires  were  apportioned  to 
the  Bank  of  Italy,  45,000.000  lires  to  the  Bank  of  Naples, 
and  10,000.000  lires  to  tbe  Bank  of  Sicily,  were  thus  nomi- 
natly  covered  by  gt^d,  but  no  provision  was  made  for  reduc- 
ing the  v<^umc  of  outstanding  bank-notes  or  for  repladog 
the  gold  withdrawn  from  the  bank  reserves. 

Tbe  result  of  measures  like  these  was  to  drag  Italy  deeper 

l.od  deeper  into  the  mire,  make  the  rales  of  foreign  exchange 

Lxnore  and  more  unfavorable  and  the  receipts  ol  the  Treasury 

[«f  constantly  dimiuishing  value  in   gold.     The  additional 

[issue  of  bank-notes  authorized  by  tbe  decree  of  January  a,!, 

1394,  was  avowedly  for  the  purpose  of  meeting  the  demands 

of  the  depositors  in  tbe  savings  banks,  who  upon  demanding 

the  restoration  of  tbe  deposits  they  had  made  in  good  money 

were  reduced  to  the  choice  of  leaving  their  deposits  in  the 

hands  of  a  discredited  govemmeut  or  accepting  the  paper 

.  promises  of  the  suspended  banks.     One  of  the  expedients 

^  adopted  to  protect  tlie  Treasury  was  the  levy  of  a  tax  of 

twenty  per  cent,  on  the  interest  of  the  public  debt,  which  was 


'  SuUeliti  de  SiafisiifHf,  March,  1894,  XXXV.,  335. 
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only  an  indirect  way  of  scaling  the  interest  on  the  consoli- 
dated five  per  cents,  to  four  per  cent.'  The  depreciation  of 
the  paper  money  has  become  so  great  as  to  drive  all  subsi- 
diao' coins  out  of  the  country  aad  make  it  diStcult  to  get 
change  for  a  note  of  a  few  lires.  Twenty  million  lires  was 
issued  during  1894  iti  nickel  pieces  of  twenty  ceutioies.  and 
the  Kovenimcnt  eoiigratulatcil  thcmsclvc:^  on  a  profit  of 
17.500,000  Ures  by  means  of  the  &eiguor»ge. 

The  flight  of  subsidiary  money  from  Italy  carried  it  to 
France.  Switzerland,  and,  to  some  extent,  to  Belgium,  where 
it  passed  in  ordinary  transactions  upon  the  same  terms  as 
the  mone>'  of  those  countries.  So  much  Italian  sih^rr  drifted 
into  Southern  France  that  the  French  go\'emment  made  an 
investigation  of  the  amount  received  on  a  given  day  at  some 
of  the  leading  banks  and  found  that  Ilaliau  piece*  consti- 
tuted 28.7s  per  cent,  of  the  entire  subsidiary  circulation. 
Belgian,  Swiss,  and  Greek  pieces  constituted  is. 30  per  cent., 
so  tliat  the  proportion  of  French  coins  was  only  58.92  per 
cent.  Italian  subsidiary  coin  constituted  more  than  sei'cnty 
per  cent,  of  the  circulation  in  Saroie  and  the  Maritime  Alps 
and  from  45  to  60  per  cent,  in  eight  other  departments  be- 
tween the  Rhone  and  the  Alps.'  A  conference  of  llie  states 
of  the  T^tin  Union,  held  at  Paris,  reached  an  agreement  on 
November  ij,  1893,  li>'  which  the  Italian  subsidiary  coins 
were  to  cease  in  four  moutlis  to  be  received  by  public  deposi- 
taries in  France.  Those  in  the  Bank  of  France  were,  upon 
presentation  to  the  Italian  government,  to  be  redeemed  half 
in  gold  and  half  by  bills  of  exchange.  The  amount  thus 
presented  up  to  tbc  cloac  of  1S94  was  57.222,279  liies.'  Tbc 
policy  adopted  by  the  Italian  government  for  preventing  the 
continued  exportation  of  the  .sih'er,  of  locking  it  up  in  the 
Treasury  and  issuing  small  notes  agalusl  it.  was  sanctioned 
by  the  confereuce  upon  tbe  couditiou  that  the  subsidiary 


'  Lf  Martki  Fitantifr  tn  iS^y-^,  136. 

•  Le  tVarrAf  Fimaitdfr  en  tS^j-^,  34^-^ 
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siU'CT  of  Italy  shotild  never  exceed  the  limit  of  six  lircs  per 
bead  originallj*  fixed  by  the  Latin  Union. 

Tbe  report  of  the  Minister  of  the  Treasurj',  Sidney  Son- 
nino,  to  the  CUainber  of  Deputies,  on  December  lo,  1894, 
offered  only  a  distant  hope  of  the  restoration  of  sound  finan- 
cial conditions  in  Italy.  The  result  of  the  special  examioa- 
tion  of  the  hanlcs  in  Febniarj'  was,  in  his  ou-n  words,  "  not 
very  favorable."  The  Minister  proposed  3  somewhat  elabo- 
rate schcinc  of  law  to  put  in  effect  a  convention  between  the 
bank  and  the  Trcasuo'.  The  period  of  iiquidnting  the  au- 
a^iiilabic  assets  of  all  the  banks  was  extended  to  fifteen 
years.  The  Bank  of  Italy  assumed  the  liquidation  of  the 
affairs  of  the  Roman  Bank  and  received  in  return  the  cus- 
tody  of  the  public  funds  in  the  provinces,  paying  interest  at 
one  and  a  half  per  cent,  on  sums  above  40,000,000  lires. 
The  bank  wa-s  required  to  deposit  with  the  Treasury  a  guar- 
■ntce  fund  of  50.000.000  lires  in  national  securities  and  to 
increase  tlie  amount  within  six  years  to  90,000,000  lires  ;  to 
increase  the  limit  of  advances  to  the  Treasury  fixjm  90,000,- 
1-000  to  joo,ooo,ooo  lires  ;  to  call  upon  .shareholders  for  an 
Bsacaamcnt  of  100  lires  per  :(hare.  arauuuting  to  30,000,000 
lires,  and  to  reduce  tlic  capital  l>y  au  equal  amount  The 
bank  was  required  to  set  aside  4,000,000  lire*  in  1894.  5.000,- 
000  lires  in  1895,  and  thereafter  6,000,000  tires  annually,  to 
be  invested  in  uatiouat  securities  to  form  a  resen'c  fund  to 
cover  the  losses  by  the  Roman  Bank,  and  any  profit  which 
might  remain  was  allowed  to  be  divided  amoug  the  share- 
liolders,  to  a  maximum  limit  of  40  lires  per  share.'  This 
leroartablc  method  of  liquidation. — by  converting  locked-up 
assets  into  a  new  form  of  such  asset*,  instead  of  pa>'ing  off 
liabilities. — was  approved  by  the  shareholders  of  the  Bank 
of  Italy  on  February  35.  1895,  for  they  practically  had  no 
option  but  to  accept  the  prc^osaht  of  the  government,' 

The  following  table  shows  the  condition  of  the  three 
Italian  banks  of  circulation  on  September  30,  1S95 ; 


'  BiiiUtimde  Staliiti^ue.  December.  1&94.  XXXVI.,  5^7-99. 
'  RaBUovkh,  tr  Marchi  Finamieren  1894-95.   I77- 
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On«  of  the  bcncGccnt  features  of  the  banking  system  of 
Soutbeni  Italy  is  the  support  which  it  leuds  to  the  popular 
banks,  which  afford  a  means  of  raising  roooe>*  to  small  cuUi- 
valors,  shopkeeperK,  and  even  to  Inhorers.  The  governmoit 
%vas  empowered,  by  Article  3S  of  the  law  of  Jonuaiy  23. 
iSiiy,  relating  to  people's  banks,  to  authorii»  loans  for  agri- 
cultural purposes  by  banks  of  issue.  The  necessity  of  using 
ihis  power  sparingly  was  appreciated,  but  the  manageineut 
of  the  Bank  of  N'apW  voted  on  May  4.  1889,  to  set  aside 
8,000,000  lircs  ($1,600,000)  for  this  purpose  and  their  action 
was  approved  by  the  government.'  But  pcrliaps  the  more 
important  service  rendeiwl  to  jwpular  crwUl  is  iii  ihe  redis- 
coiinting  of  the  paper  of  the  people's  biinks.  The  large 
bank  thus  cscapc-s  the  difficult  work  of  discriminating  among 
individuals  of  small  means  by  directly  discounting  their  paper 
and  obtains  at  the  same  time  the  guarantee  of  the  local  bank 
as  well  a.s  of  the  borrower  and  his  seairity.  The  Bank  of 
Naples  voluntarily  discounts  for  those  who  apjwnr  most 
worthy  of  it  at  one  per  cent,  below  tlie  ordinary  commercial 
rate.  Thirty-four  people's  banks  in  1883  had  obtained  this 
reduced  rate  on  sums  of  4.249.^  lires  ($820,000)  and ihirty- 
six  banks  had  obtained  discount  at  the  reguhir  rates  on 
9.97'.726  lires  (51.924,000). 

The  Bank  of  Sicily  has  endeavored  even  more  generously 
to  promote  the  system  of  the  pcople'.s  banks.  Signor  Notar- 
bartolo,  the  dirertor  general,  proposed  in  1882  the  establish- 
ment of  independent  agencies,  shoring  in  the  profits  of  the 
Bank  and  supported  by  its  credit ;  but  the  Minister  of  Ag- 
liculture  and  Commercv  decided  that  a  bank  of  issne  could 


'  Dwr*iid,  481-82. 
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not  receive  additions  in  this  manner  to  its  capital  without 
authority  of  law.  Signor  Notarbartolo  then  formulated  a 
plan  for  making  the  people's  banks  correspondents  of  the 
Bank  of  Sicily  with  the  benefit  of  discount  one  per  cent, 
below  the  ordinary  rate  and  this  was  put  into  actual  opera- 
tion.' The  result  has  been  the  creation  of  popular  banks  all 
over  Sicily  and  Southern  Italy.  The  popular  banks  of 
Northern  Italy  had  an  older  foundation  and  were  either 
capable  of  standing  alone  or  were  sustained  by  other  institu- 
tions which  were  not  banks  of  issue. 

1  Donuid,  509. 


CHAPTER   III. 

BANKING    IN    FRANCS. 

The  Bt«nu  Ont  of  Which  the  Diiak  of  France  liBsGfOira — The  U(s- 
tteippi  Bubble  of  John  Iaw  bhA  its  Collapse — The  Baolrs  of 
Porfa  before  Ihe  Revolution— rnilurc  of  Ihc  AssIfCDits  and  the 
Revival  of  Commercial  Bankiog— Binli  of  the  Banleof  Prance 
ui<I  iU  Abaorplion  of  Ihc  Depsrtmentnl  B«iik«— The  I^atin  Caion 
and  tbe  BmbBmsftnienta  Caused  by  tbe  Poll  i  □  the  Price  of  Silver 
—The  PropoMd  Keuewal  of  Ihe  Bank  Charter. 


THE  Bank  o[  France  is  the  erefltestand  in  many  respects 
the  strongest  of  the  banks  of  the  world,  and  its  dvvd- 
opiuent  exhibits  many  of  the  most  interei^tiiig  phases 
of  banking  history  outside  of  Great  Britain.  French  bank- 
iuK  is  done  pre-eminently  through  the  issue  of  circulatins 
notes,  and  the  aggregate  monetary  circulation  of  France  is 
greater  than  that  of  any  other  country.  The  origins  of 
banking  in  France  go  back  to  the  "  Mississippi  plan  "  of 
Juho  Law,  but  its  history  duriug  the  preaenl  ceuturj'  has 
been  essentially  one  of  prudence  and  modcratioa,  if  not  al- 
ways of  the  most  enlightened  fiiiancial  policy.  Monopoly 
of  the  power  of  note  issue  now  belongs  to  the  Bunk  of  France, 
but  is  far  from  having  been  its  immemorial  right.  The 
T^imf  of  the  independcQt  departmeatal  banks,  which  were 
fibiiorlied  by  the  central  itLstitution  in  1848,  is  still  recalled 
Mfitli  pride  by  many  French  ectmomists.  and  the  approaching 
expiration  of  tlie  charter  of  the  Elank  of  France  may  tempt 
them  to  a  renewal  of  the  contest  then  so  warmly  waged 
between  "monopoly"  and  "liberty." 

The  first  French  bank  of  issue  was  created  by  John  Law 
under  the  regency  of  the  Duke  of  Orleans,  at  the  bcginninE 
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of  llif  eighteenth  century.  Scotland,  wliicli  gnve  to  the 
world  the  founder  of  ihc  classical  school  of  political  economy 
\a  Adam  Smith,  was  also  the  birthplace  of  Law.  the  author 
of  "  The  System"  which  introduced  the  use  of  ncgotia.b1c 
secarities  on  a  broad  scale  into  France.  The  name  of  Law 
has  beeii  synonymous  with  the  most  reckle&s  speculation  and 
brazen  fraud,  but  the  bank  which  he  founded  was  at  theout- 
Kt  couducted  upon  conscr^-ative  principles,  and  even  the  sys- 
tem of  the  "Company  of  the  West"  {CampagnU  tt  Oeddent), 
more  generally  known  as  the  Missij^sippi  Company,  was 
coaceivcd  upon  hrood  and  not  impossible  lines  before  the 
stock  was  made  the  plaything  of  speculation.  Law  desiicd 
to  establish  a  roj-at  bank  of  state,  but  the  go^■e^umeut  was 
only  willing  to  grant  a  charter  for  an  institution  managed  by 
private  citizens.  The  bank  thus  founded  by  letters  patent 
May  2,  1716,  was  authorised  to  issue  bills  in  crowns  of 
specie  under  the  name  of  "bank  crowns,"  redeemable  in 
monc}'  of  the  weight  and  denomination  of  the  day  of  issue.' 
This  was  iuteuded  to  guard  the  bank-notes  against  the  possi- 
ble fluctuations  and  changes  in  the  metallic  standard  and 
give  them  some  such  preference  05  that  given  to  the  *'  bank 
motie>' "  of  the  Bank  of  Amsterdam.  The  feature  which 
rapidly  attracted  subscriptions  to  the  stock  was  Law's  oOer 
to  accept  payment  at  the  rate  of  twcnty.five  per  cent,  in 
^Kcie  and  se^-euty-five  per  cent,  in  bills  of  state,  which 
were  at  a  discount  of  about  seventy-five  per  cent. 

DiM»unt  was  granted  by  the  bank  at  the  rate  of  five  per 
cent.,  and  officers  of  the  finances  received  orders  in  October, 
1716,  to  make  their  remittances  upon  Paris  in  bank-bills, 
and  to  redeem  these  bills  at  sight  when  presented  to  them. 
Another  official  decree  of  April  10.  1717,  authorised  the 
receipt  of  the  bills  as  money  for  the  payment  of  public 
Tct-cnucs.  If  the  bank  had  continued  upon  the  sound 
basis  of  a  bank  discounting  commercial  paper  and  acting 
OA  the  fiscal  agent  of  the  Trea.<;ur>',  France  would  have 
been  tnider  a  great  debt  of  gratitude  to  Law  for  introducing 
into  her  commercial  relations  the  methods  of  the  modem 

*  Couitoii.  la 
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bnaoess  world.  Prof,  H.  Diiniiiiig  N[acI>eoil,  as  keen  a 
thinker  aud  acute  a  critic  as  has  written  uixm  mouclary  sub- 
jects, aays : 

NotbinK  could  tw  moie  extraordinary  Ibaii  tbe  rMtoration  of  pros* 
perity  caused  by  lUe  fcundntion  of  Law'k  Bnnfc  In  T716.  It  It  proba- 
blj  one  of  the  iiitml  muircllou!!  tiaiiMtioua  frotu  the  dcptba  oT 
mtacf^-  to  Ibe  height  of  prosperity  in  ko  stiort  a  space  uf  time  in  tlie 
DDnaU  of  any  imtion.  And,  if  Law  bad  confined  himself  to  that,  b* 
would  hare  t>ecu  one  of  the  gmtc6t  bcncfacton^tiy  uBiioncrcTbad.' 

But  Law  had  much  tnore  comprchciisirc  schemes  than  the 
creatiou  of  a  bank  of  discount.  He  deterniiiied  to  unite 
into  a  Kindle  great  monopoly  tbe  various  conunercial  compa- 
nies which  had  bt-eu  incorporated  since  the  discover}'  of 
America,  for  the  purpow  of  trade  and  the  extension  of 
French  influence.  Courtois  enumerates  no  less  than  thirty 
of  these  corporations  wliich  had  been  authorized  duriug  the 
I»vnous  century,  but  many  of  them  had  languished,  run  in 
debt,  and  been  coRMiIidated  nnth  others.  Law  proposed  a 
stock  cooipany  with  a  ca[ntal  of  100.000,000  Uvres,  diWded 
into  300,000  shares  of  500  Uvrys  each,  payable  in  bill*  of 
slate  which  were  still  at  a  discotmt  of  about  sixty-six  per 
cetil.*  The  State  was  to  pay  the  company  an  annual  interest 
of  four  percent,  on  the  principal  of  the  bills  withdrawn  by 
this  means  from  circulation. 

The  Compagnie  d'Oauient  was  incorporated  by  a  decree 
of  August  28,  1717,  registered  by  the  Parliament  on  Sep- 
tember 6th,  for  a  duration  of  twenty-five  years.  Four  compa- 
nies were  eonsolidnted  at  the  outset,  which  conimUed  the 
commerce  of  Louisiana,  Canada,  and  the  Western  Coast  of 
Africa,  and  the  new  company  was  to  enjo>'  all  the  rights  of 
Kovcrcignty  over  the  lands  whicli  it  possessed.  The  shares, 
nrhtch  were  made  out  in  certificate*  of  one  share  or  ten, 


'  The«vy  an^  Pradtf*  of  Bankiug,  It.,  354. 

*  Tlic  TAiulkina  in  tlie  roina^c  nl  thix  time  were  sncb  as  to  makr  a 
Matemcnt  of  tttc  Tahie  of  coias  an  altnoft  iinpo«urib!(r  Utile,  bai  th« 
livre  iiwy  be  tnkcn  in  a  Kcnctul  way  ft*  about  tlie  t-tiuivoli-nl  of  the 
later  fnuic — |i).jt  ri-nU  tu  L'liited  Slala  gold  coin.  For  a  full  aceount 
o(  tlie  clian|[e«  in  the  coinage  •\-»leui.  ace  Sba«,  39^^^ 
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were  transferable  by  ijearer.  a  system  for  the  first  time  intro- 
duced into  Fronre,  so  far  as  known  ;  for  e\'cn  the  shares  of 
bank  were  made  out  to  the  owners.  Law  proceeded  to 
mak«  iicffotiations  with  the  go%-emiiient  ihrongh  his  friend, 
the  Regent,  for  farming  the  taxes,  for  coining  money,  for 
managing  the  tobacco  monopoly,  which  had  been  under  the 
control  of  the  Stutc.  and  for  a.ssuniing  the  entire  public  debt. 
He  introduced  a  number  of  reforms  into  the  collection  of  tlic 
taxes  by  discontinuing  the  collection  of  tha<ie  which  were 
disproponionately  ciMtly  aud  vexations  in  proportion  to  the 
amount  obtained,  and  he  propcaed  more  sweeping  changes 
which  would  have  abolished  needless  offices,  consolidated 
various  imposts  into  one,  and  removed  some  of  the  fetters 
front  French  commerce. 

The  attribution  of  all  these  public  functions  to  a  single 
company,  as  well  as  the  mauagemcut  of  the  commerce  of 
two  continent?;,  would  in  themselves  probably,  as  Law's 
great  opponent,  Paris- Duveniey,  pointed  out,  have  cau!>ed 
the  organization  to  brca^k  down  of  its  own  weight,  and  hare 
attracted  the  jealousy  of  the  goveniraeut.  But  Law,  and 
those  who  were  carried  away  %vith  him  by  the  grandeur  of 
the  new  scheme,  did  not  wait  for  the  slow  operation  of  com- 
meccial  causes  to  sow  tbc  seeds  of  destruction  of  tbcir  enter- 
prise. He  succeeded  in  having  tlie  bank  trnnafoniied  into 
a  public  institution  {Hanquf  HcyaU)  by  a  decree  of  December 
37,  1718,  and  had  the  stockholders  reimbursed  in  specie 
for  their  subscriptions.     Redemption  of  the  notes  in  bank 

.  crowns  was  abandoned  by  the  decree  which  made  the  Iwnk  a 
public  one,  and  redemption  was  required  only  in  the  official 
tnoiiey  of  the  country.  This  mo^-e  created  a  degree  of  dis- 
trust n*hich  led  to  a  new  decree  of  April  23.  1719,  that  bills 
payable  in  the  existing  standard  should  not  be  subject  to  the 
diminutions  which  might  afftct  specie.  The  tendency  of  such 
a  decree  was  to  put  the  bauk-bilLs  at  a  prciniiun  over  cur- 
rent coins,  which  were  being  perpetually  debased  and  altered 
by  the  wretched  administratiun  of  the  fiuances.  The  total 
circulation  of  bills  iu  April,  1719,  the  date  of  the  last  decree, 

'Vras  1 10^000,000  livres  (^a,ooo,ooo). 
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Meantime  the  slmrcs  of  the  Ccmpagnic  d'Occideni  were 
undergoing  a  remarkable  experience.  Thcj-  were  sold 
rattier  stuwly  at  first  and  the  principal  subscription  was  by 
the  fomieT  stockholders  of  the  bank,  wlio  sut»cribed  their 
receipts  from  the  bank  shares  (1,125,000  livrcs  in  bills  of 
state  and  375,000  livrcs  in  specie)  for  the  stock  of  the  new 
couipauy,  *  Law  found  it  neccssarj*,  in  order  to  stinmlatc  the 
Kale  of  the  shares,  to  buy  publicly  some  two  hundred  shares 
at  pur,  of  which  300  livrcs  per  share  was  paid  as  a  margin, 
with  the  option  of  completing  the  transaction  in  six  moDths, 
Dealiug  iu  options  {manhf  A  prime)  was  thus  brought  into 
general  practice  for  the  first  time  in  France.  The  mating 
of  thecoutracts  for  the  tobacco  monopoly,  the  extension  of  the 
comiucrcial  operations  of  the  compaii)-  and  the  wrcsUug  of 
the  fanning  of  the  revenues  from  t!ie  Paris  brothers,  who 
had  formerly  controlled  it,  gave  a  great  stimulus  to  the  mar- 
ket value  of  the  stock,  and  Law  was  authorized  to  issue  Efty 
thousand  new  shares  at  a  premium  of  one  huudrcd  percent., 
to  pay  the  gm-emmenl  the  sum  gnarant€e<l  by  the  new  coo- 
tracts.  The  value  of  the  old  shares  was  maintained  by 
requiring  their  presentation  to  obtain  the  new  ones.  The 
original  issue  thus  came  to  be  known  as  the  "mothera" 
(m^nff)  of  the  second,  which  were  called  the  "  daughters  " 
(^filUs),  while  the  third  issue  was  kuo^vn  as  the  "  grand- 
daughters" {fif/i/es-y!ffes).  The  contract  with  the  govern- 
nient  fur  assuming  the  entire  public  debt  upon  a  pledge  by 
the  state  to  pay  annually  three  per  cent,  interest  was  author- 
ized October  13,  1719,  and  the  payment  of  the  interest  was 
assured  to  the  company  by  its  contract  for  collecting  the 
revenues.  Three  succcs.sive  issues  of  one  hundred  thousand 
shares  in  the  Comfnignu  <Ui  fndes '  were  thought  uccessor)-  to 
carrj-  through  Ibis  gigantic  operation.  The  new  shares  were 
of  a  par  value  of  500  livres  each  but  were  issued  at  a  price  of 

'Tb«  aatne  «f  the  Ccmpogmit  d'Oeeidtni  ma  clutigcJ  to  Uw 
Cotmpcgnie  dei  Indfi  tii  Mny,  1719,  wbeu  ilic  prfvllenck  of  the  two 
companies  of  tbc  West  Indtfs  aiid  of  Ctuna  w«v  atMorlipl  hj  tAvt* 
Cooipaay,  uid  the  new  nanie  vn*  n tain r<i  until  the  diasolnlioa  of 
tbc  conpuiyin  1769.— Courtois,  sa 
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5000  lirres,  payable  ten  per  cent,  n  month,  Tlie  pKsetitntioii 
of  the  old  shares  was  not  required  fur  th«  purchase  of  these 
last  issues  and  the  price  was  rapidly  forced  upward  utitil 
10,000  livrcs  per  »lian:  was  attained  in  November,  1719. 

Whatever  might  luve  been  thesiwcessof  so  comprehensive 
a  sclietne  under  sound  management,  the  fever  of  speculation 
luid  forced  the  shares  to  a  point  where  a  reasonable  dividend 
was  imposiiiblc.  Law  announced  at  a  general  meeting  of 
the  sharehotden  on  December  50.  1719,  a  total  re^'cnue  of 
91,000,000  livres. — 48,000,000  from  the  interest  on  the  pub- 
lic debt,  to  be  retained  Gnam  the  taxes;  i7.ocx>.ooo  (Vom 
profit  on  the  tanning  of  the  taxes ;  6,000.000  from  tobacco  ; 
r.000,000  from  general  taxes  not  covered  by  the  fanning  of 
the  revenues;  12,000,000  from  profits  of  the  coinage ;  and 
iz.ooo.ooo  from  the  commercial  operations  of  the  company. 
The  actual  par  value  of  theoutstanding  shares  was  3i3,ooo,* 
000  livrcs,  which  would  have  afforded  a  profit  of  nearly 
thirty  per  cent.,  itnd  a  dividend  of  300  livres  per  share 
was  actttally  declared  on  January  i,  1730:  but  the  shares 
had  been  selling  at  12.000  Itvrcs.  or  twenty-four  times  their 
par  value,  which  afforded  an  actual  dindcnd  of  only  one 
and  two-thirds  per  cent.  Notwithstanding  the  doubtful 
character  of  some  of  the  profits  claimed  and  their  palpable 
insnRicicnc>'  to  pay  large  dividends  upon  such  an  inflated 
investment,  the  plirenzy  of  speculation  forced  the  shares  by 
January  6,  to  18,000  li\TeB — thirty-six  limes  their  nominal 
par  value.  The  Rue  Qnincampoix.  between  the  Rue  Saint- 
Denis  and  the  Rue  Saint-Martin,  hud  been  since  the  cIom: 
of  the  reign  of  Louis  XIV,  the  meeting  place  of  spectUatois 
and  dealers  in  the  public  stoclc*;.  Such  operations  attained 
a  new  extension  by  the  speculntions  in  the  sliares  of  the 
CompQgnif  des  Indes.  Fortmics  were  ^voo  and  lost  in  a  day 
and  feeling  became  so  violent  that  the  place  wa.<%  cloticd  by 
the  government  and  the  speculators  were  driven  into  obscure 
comem  in  other  parts  of  the  city,  where  tiiey  were  constantly 
on  llie  watch  for  the  police.' 

'Tbedcctccof  October  35,  1710,  fortiidding  ipccalativc  operadonft 
Id  llie  puhllc  sliects  b  of  Interest  because  it  csUblisbcd  the  nxty 
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The  New  Year  of  1 720  and  tlie  declaration  of  the  dividend 
inarkwl  the  ajjoyee  of  Law's  system.  The  craze  lind  sul>- 
staiitially  mn  its  course  and  tbe  reaction  was  setting  ia. 
Prices  were  rising  under  the  impulse  of  the  excessive  issues 
of  bauk-bills  and  tlie  more  prudent  speculators  \verc  ciideiv- 
orin^  to  convert  their  gains  iulo  more  solid  property  by  tlie 
purchase  of  real  estate  or  by  shipping  gold  abroad.  The 
bank  had  already  been  auihorizcd  to  issue  1,000.000,000 
livres  and  there  had  been  issues  without  authority  and 
counterfeits,  which  were  easily  made  because  the  genuine 
bills  were  so  rapidly  and  crudely  tunied  out.  Specie  tiegan 
to  disappear  and  the  subsidence  of  speculation  made  the  bills 
rcduudnnt.  Law  adopted  tile  now  familiar  argument  in 
favor  of  paper  moDcy,  that  it  was  to  be  preferred  over  coin 
t^ccauHe  it  was  non -exportable.  A  series  of  decrees  during 
the  early  mouths  of  1720  sought  to  dlacredit  coined  money 
and  maintain  the  currency  of  the  bank-bills.  The  nominal 
value  of  c<Mn  was  reduced  ;  the  quantity  of  specie  which  ftn 
individual  was  permitted  to  hold  was  limited;  the  sale  of 
vessels  of  gold  or  silver  was  prohibited  ;  the  canj-ing  of 
diamonds  and  prcctotis  stones  was  prohibited  ;  the  circulation 
of  bills  throughout  the  realm  as  legal  tender  was  decreed  ; 
an  advantage  was  accordetl  those  «-ho  paid  certain  taxes  in 
bills  rather  than  specie;  find  special  juriMlicliun  was  gi\-ea 
the  Council  of  State  for  causes  concerning  bank-bills.'  All 
these  measures  faikd  to  maiutain  confidence  in  the  super- 


flf^nits  of  excbatigr  (agenit  de  ihangf)  wbo  ctill  foiin  llic  legal  IxMly 
of  the  Puria  Bourse.  Their  pUccs  arc  tiaimiiliiaiblc  nsd  bcrcditoiy. 
Itlc  Bourse  (Icciilu  what  stocks  sbmlt  be  admitted  to  Its  lisli  sod  onljr 
tliOM  rirprvwuling  a  Urge  enpital  arc  ever  luted.  The  cor|x»rfltlo>i 
wbkh  has  beeo  fonneil  liy  Uic  members  inspires  absolatc  coufideace 
in  lU  operatiouB  by  volutiUriljr  DstmiDtnK  corporate  reei>onsitnllty  for 
the  KcU  of  it»  mcmbeis  in  their  Iqptimate  cxptieityos  brokcis.  This 
cYirjNjftiiiou  has  iustiluted  a  clearing  hoiue  and  was  Btrong  cnongli  in 
the  criri*  of  1883  to  borrow  8aooo.ooo  rnmos  {,%\ti,txxi.ooa)  from  tha 
Bank  of  Prance,  jcuaranicvd  by  the  Rolbtcbilds  to  the  amount  of 
4aDOO,ooo  francB  and  by  the  leading  •ociciiea  of  credit  for  4o,ooO|Oao 
tiiM^.^atinet,  347-^48. 
'  Coonuia,  44. 
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^abandant  mass  of  paper  atid  the  control  of  the  bank  waR 
imcd  over  to  the  Contpagnie  drs  htdts.  The  company  was 
luthorized  to  oouv-ert  at  the  will  of  tbe  holders  sbarcs  ia 
>tlic  company  into  bank-bill8  or  to  redeem  bills  in  shares,  at 
a  fixed  price  of  9000  livrcs  per  share.  The  conteiit  of  paper 
loncy  a>;aiiisl  the  metals  was  continued  by  a  decree  of 
[arch  lltU,  suppressing  gold  and  silver  as  legal  tender  and 
providing  for  the  confiscation  of  gold  or  silver,  whether  coin, 
bnllion,  or  vesseK.  wlien  found  in  Ihe  posses!ston  uf  subjects. 
But  the  tide  had  turned  and  could  no  longer  be  stemmed. 
The  fall  in  the  stock  continued,  the  company  suffered  in  its 
commercial  operations  by  the  pest,  which  dosed  the  free 
[Kin  of  Marseilles,  and  a  decree  of  May  i,  1720,  scaled  the 
\'a1ue  of  shares  from  month  to  month  until  they  should  be 
reduced  on  December  ist,  to  5500  livres  and  hank-bilLt  should 
be  reduced  to  fifty  percent,  of  their  par  value.  Panic  seized 
upon  ei'ery  holder  of  either  form  of  paper,  as  he  saw  the 
\-Blues  of  his  property  shrinking  under  legal  decree  with 
ever>'  passing  day.  A  commission  was  appointed  to  exam- 
ine the  bank  and  found  that  against  3,000,000.000  li\*res  of 
circulation  it  held  21.000.000  li\Tes  in  coin,  28.000,000  in 
bullion  and  340,000.000  in  commercial  bills.— 4ess  than  ten 
per  rent,  of  as*«ts  in  all  against  its  outstanding  notes.  A 
run  upon  tlie  bajik  began  on  the  night  of  July  i6th,  and  the 
crowd  was  so  dense  that  a  dozen  mtfortunatcs  were  choked 
or  trampled  under  foot  The  corpses  were  placed  upon 
litters  and  home  to  the  residence  of  the  Regent.  I,aw 
escaped  from  the  crowd  into  the  palace,  but  his  carriage  was 
broken  in  pieces  and  the  coachman  thrown  from  his  seat 
and  dragged  upon  the  ground.  The  hank  was  closed,  tbe 
legal  tender  of  the  bank-bills  was  suspended,  the  con- 
ictsof  the  company  with  the  government  were  cancelled, 
and  the  stock  was  called  in  for  readjustment. 

A  decree  appeared  on  Januar>'  26,  1721,  known  under  the 
name  of  the  v'na,  providing  fur  the  liquidation  of  the  affairs 
of  the  company  and  of  the  bank  and  the  readjustment  of  the 
^public  debt.  The  decree  was  attributed  to  Paris-Puvemey, 
-oai  whom  I,aw  had  taken  tlie  farming  of  tbe  revenues,  and 
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was  confided  to  him  for  execution.  The  attcmpl  was  made 
to  readjust  private  fortunes  as  well  ns  j*ii!>lic  obligntioitK 
opoii  tile  basis  which  had  prevailed  before  the  period  of 
paper  inflation  which  Law  had  inaugurated.  Those  who 
bad  Scd  the  countr>'  with  their  winnings  transmuted  into 
gold,  those  who  could  command  the  royal  fnvor,  and  those 
whu  were  able  to  keep  their  gains  in  hiding  were  the  only 
ones  who  escaped.  The  mere  transfer  of  speculative  gains 
into  real  property  did  not  prevent  the  exercise  of  arbitrary 
power  to  transfer  the  property  back  to  its  origiual  owners 
and  remit  the  new  owner  to  his  original  poivrty.  A  regular 
scale  of  readjustment  was  prepared  by  which  the  pnbUc 
debt  was  reduced  to  its  original  volume  and  the  holders  of 
l»lls  and  the  stock  of  the  company  were  given  new  public 
obiigniioiis  ranging  from  one  hundred  per  cent,  of  their 
holdings  in  certain  cases  down  to  6ve  per  cent.,  according  as 
the>'  were  supposed  to  represent  real  values  or  the  profits  of 
stock  gambling. 

Tlie  lesson  of  Law's  disastrous  schenieit  and  the  painful 
readjustment  which  followed  tliem  prevented  for  half  a  cen- 
tury the  creation  of  any  new  bank  of  issue  in  France.  The 
success  of  the  Bank  of  England,  however,  and  the  necessity 
of  some  aid  to  commerce,  led  to  a  futile  attempt  to  found  a 
bank  under  a  decree  of  the  Council  of  State  of  January-  i, 
1767,'  and  the  establishment,  during  the  ministry  of  Tufgot, 
by  a  decree  of  March  24,  1776,  of  the  Caissc  d' Euomple  du 
Commerce  (Tlie  Bank  of  Comracrcial  Discount).  The  new 
itistitution  was  limited  to  a  striclly  banking  basiness.  and 
forbidden  to  borrow  except  by  its  notes  payable  at  sight. 
It  wa»  authorized  to  begin  operations  with  a  capital  of 
15.000,000  livres  ($3,000,000),  of  which  it  was  intended  that 
two-thirds  should  be  loaned  to  the  Treasury.  The  loan  to 
the  Treasury  not  having  been  completed  as  jn^iposed,  the 
caintal  of  the  bank  was  reduced  to  1 2,000,000  Uvres,  rcpre- 

'  TbepTopovedinsHttitiini  wostobckaown  nsilic  Caiist d' EttomfiU 
ftnd  to  liKTe  a  capiul  of  6c\oocvaoo  livrea,  but  it  ncrcr  Ttiivml  apon 
active  opcntiotH  aad  was  rapprened  by  a  decree  of  Alvcb  ai,  1769. 
— Courtok,  &4. 
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sented  by  four  tliousand  shares  of  3000  livres  each.  Some 
of  ihe  most  eminent  public  men  and  financiers  of  Paris 
served  on  the  board  of  directors  of  the  bank,  and  while 
they  were  uot  directly  rcspoaslMe  for  its  management.'  its 
ootc  issues  were  kept  within  pnidcnt  Hmits  and  annual 
dividends  were  declared  for  the  first  six  years,  mnging  frxim 
five  to  cdyhl  per  cent. 

The  fir»t  blow  to  the  bank's  credit  came  from  the  demands 
of  the  govcmment.  The  growing  social  aud  cconomii:  diffi- 
culties of  France  were  brought  to  a  climax  by  the  bad  crops 
of  1783  and  cansed  a  great  scarcity  of  melaUic  money.  The 
new  bank,  after  having  considerably  expanded  its  commer- 
cial discounts,  made  an  advance  to  the  govcmmcnl  at  the 
demand  of  D'Ormcssou.  of  6,000,000  livres.  \\  was  brought 
face  lo  face  with  the  crisis  with  a  circulation  of  45,000,000 
lines  and  wnth  a  ca.sh  reserve  of  but  little  more  than  4.000,- 
000.  There  was  a  sudden  rush  for  the  redemption  of  the 
notes  and  the  bank  appealed  to  the  Treasury  to  reimburse 
the  6,000,000  hvres  recently  loaned.  The  government  was 
in  no  condition  to  comply  with  thiK  demand,  but  it  was 
'  reedy  to  employ  its  sovereign  power  10  enable  the  bank  to 
suspend  specie  payments  and  to  authorize  the  redemption  of 
bills  in  commercial  paper  or  their  non-payment  until  Jan- 
uary I,  1784,  (Decree  of  September  27,  17S3).  The  bank 
was  soh'ent.  however,  and  had  the  courageous  support  of 
the  private  bankers  of  Paris,  who  held  a  large  proportion 
of  its  bills.  A  report  presented  by  the  lieutenant  of  police. 
M.  Lc  Noir.  showed  thai  the  bills  in  circulation,  amounting 
to  44.734,000  livrcs.  were  offset  by  47,700,000  livres  in  good 
commercial  paper.  4,121,700  livres  in  gold  and  silver  coin 
and  bullion,  and  6.000,000  livres  held  by  the  Treasury, 


■  Th«  bnnk  n>lly  cooBtitnt^cl  a  partnenhip  en  rvmmandi/f,  for 
which  B  few  inrliridunls  vrcre  legally  [cupoasiMc,  and  the  use  of  tbe 
names  of  leading  financiers  as  directors  was  somewUsI  alciu  to  Uie 
taodeni  fraud  or  poking  ni«n  of  liigh  sution  fortheiuw  of  their  wunes 
to  float  iTTtiffpoiuiblemtcTpriKa  :  bnt  tbcpiticticc  iuttiiscascappcan 
to  have  grown  out  of  the  lack  of  expfrieuce  with  itovk  oompwiies 
H»d  loluvc  iuvolwd  no  iRtcutionul  dcceptioa. 
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making;  total  assets  of  57,821,700  livres  and  affbrdtag  a 
favorable  balance  of  13,097,700  livres.' 

The  loaii  to  the  govemmfrnt  was  soon  repaid,  specie  pay- 
ments tt'ere  resumed  under  a  decree  of  November  23,  1783, 
and  the  bank  was  authoriK^d  to  increase  its  capital  to  15,000,- 
oooli7res,  and  for  four  years  it  continued  to  operate  free  from 
government  interference  atid  with  advantage  to  the  business 
community.  Its  growing  prosperity  attracted  the  attention 
of  Calonnc,  then  Contmller  General,  and  he  determined  to 
turn  it  to  account  for  llie  benefit  of  the  State  by  requiring 
the  deposit  of  a  guarantee  fund  with  the  Treasar>'.  The 
capital  was  raised  from  r5, 000.000  to  100,000,000  Uvres  and 
the  net  receipts  in  cash,  amunntiiig  to  80,000.000 1)\Tes,  were 
deposited  to  the  amount  of  70,000,000  with  the  Trcasur>'  and 
10,000,000  were  carried  to  the  reserve.  A  uew  run  set  iu  in 
August,  17S7.  but  the  directors  refused  to  accept  a  decree  for 
the  suspension  of  specie  payments,  which  Lom^nie  de  Brieane, 
Chief  of  the  Ro>'al  Council  of  Fiuance,  was  preparing,  de- 
manded help  from  the  guarantee  fund  in  the  possession  of 
the  government,  and  promptly  met  every  obligation. 

But  the  govenimenl  was  sinking  into  the  sloughsof  bank- 
ruptcy  and  dctcnaincd  to  drag  the  bank  with  it,  so  that  tliere 
should  be  no  stronger  credit  than  its  own  to  put  it  to  sliame. 
August  iS,  1788,  appeared  a  decree  authorizing  the  Imnk  to 
redeem  \\&  bills  in  part  iu  commercial  paper.  The  decree 
was  unsought  and  its  existence  was  unknown  until  it  was 
affixed  to  the  doors  of  the  bank,  and  the  permission  to  sus- 
pend was  not  embraced  by  the  directors.  But  Nccker,  who 
became  Finance  Minister  on  May  35, 1789,  continued  to  insist 
upon  secret  loans  to  the  Treasur>\  and  the  government  and 
tlie  bank  soon  became  so  involved  with  each  oUier  that 
Necker  proposed  to  transform  it  into  a  national  bank.  The 
Constituent  Assembly  had  already  assumed  the  power  to 
regulate  the  bank,  as  it  regulated  all  the  established  instJta- 
tions  of  France,  aud  ordered  it  to  pay  intu  the  Treasury  80,- 
000,000  livres  of  its  bills  against  a  deposit  of  interest-bcarinff 
assignufs.     The  bank  lost  its  credit  nitb  the  basinest  cotnnin- 

~'  Ho«l,  I..  9>. 
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nity.    the    redemption  of    its  uotes    in  assignals  was  de- 
creed   in    1790,    bank-note    issues  were  forbidden  by   the 
,Jaw    of    August    17.   1792,  and   the    institution    was    sup- 
pressed by  a  dccn.-c  of  the  National  Conveutiou  on  August 

24.  '793- 
The  next  tlinrc  years  were  those  of  the  consummation  of 

the  Reign  of  Tenor,  the  execution  of  the  King  aud  Queen, 
the  fall  of  Danton  and  Robespierre,  and  the  restoration  of 
order  under  the  Directory.  'What  institmion  of  credit," 
asks  M.  Horn,  "coold  have  braved  the  tempest  which  agi- 
tated the  ettd  of  the  eighteenth  ceiituo'  ?  What  inslru> 
ment  of  credit  could  have  maitiiained  itself  ag»in&t  the 
asiigaa/s,  which  destroyed  alike  the  notions  of  value  and  of 
money  ?  "  '  But  the  Saturnalia  of  6at  money  lasted  but  lit- 
tle longer  than  in  the  time  of  Law.  The  i^ame  sort  of  enact- 
ments,— making  the  paper  money  legal  tender  for  debts  at 
its  nominal  value,  fixing  maximum  prices,  punishing  those 
who  discredited  the  asxignats  in  conversation.*  and  inflicting 
the  penally  of  death  upon  those  who  kept  their  produce  from 
the  market, —quickly  ran  their  course.  The  assigHals  in 
circalation  amounted  on  January  i,  1796,  to  37.565,237,396 
Grancs,  and  had  iucreaaed  011  September  7.  1045.578.810,040 
francs,  when  they  were  worth  one  onc-tliousandth  part  of 
'Uidr  nominal  value.  The  whole  fabric  disappeared  at  a 
blow  when  the  National  Assembly  decreed  on  July  16,  1796, 
that  every  one  might  transact  business  in  whatever  money 
he  rhosc  and  that  the  mandates,  which  had  superseded  the 
a$si_cnais.  should  be  taken  only  at  Ibeir  current  value.  TJic 
effect  of  this  removal  of  the  restrictions  upon  the  natural  la^-s 
of  money  is  thus  strikingly  portrayed  by  Professor  MacLeod  : 

KoEoonerwns  this  great  blowstreckat  ibepapvrcaTTrncy,  of  mak- 
ing it  pass  at  iU  corrent  voliic,  thnn  «peci*  JBitDerltat«Iy  reapp«nr«<l  in 
cnculation.  Immense  hoards  came  fonli  from  ihcir  hiding  places  ; 
gooth  «a<l  commodiliea  of  nil  «ort«  being  irery  cliea|>  Itom  lli« anxiety 
orilidr  owners  to  poMCM  nioucy,  ciins«tl  itnniCDsc  6Uuis  lo  l>c  ■>»- 
ported  from  roicijcn  conntrin.    The  cxchMnRo  immcdiatrljr  turned 


'  La  Liberii  dei  Banquet,  317. 
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ta  favor  of  France,  «nd  in  *  sbort  time  a  metallic  cnrrmcy  wn 
pcmuucntlr  rcstor«<l.  Anil  duiinj;  all  tb«  lerriric  wars  of  Napoleon 
the  inctallic  stsudord  was  always  maintained  at  its  full  value. ' 

The  end  of  the  paper  money  phrensy  saw  credit  ngaiu 
rnL'dng  her  head  and  several  uew  bauldng  iastitutimis  uudet 
way.  The  first  one,  foumled  in  1796,  was  known  as  the 
Caisse  dn  Comptcs  Courauls  (Bank  of  Current  Accounts),  and 
had  a  ca]ntat  of  5,000,000  frauut  ($1,000,000).  The  circula- 
tioa  ■WTL&  30,000,000  francs  in  bills  of  500  and  tooo  francs, 
and  bilU  of  exchange  running  for  ninety  days  were  dis- 
counted  at  six  per  cent.'  The  Caisse  dcs  Complcs  Couranh 
was  created  largely  by  bankers  for  bankers,  and  a  party  of 
business  men,  to  escape  what  they  regarded  as  a  certain  de- 
gree of  favoritism,  determined  to  found  a  banking  sssocia- 
tion  uf  Ibeirown.  They  established,  November  24.  1797.  (bra 
term  of  three  years,  the  Caiise d' Etcomptt  du  Commerce  (Bank 
of  Commercial  Discounts^,  wbich  prm'ed  so  successful  lliat  it 
ft-aj«  renewed  for  an  unlimited  term.  There  was  no  fixed 
capital,  but  each  new  subscriber  for  a  share  of  10.000  francs 
($2ooo)  increased  the  capital  by  so  mtich  until  in  less  than 
four  years  it  had  reached  12,000,000  francs.  Five  thousand 
francs  were  paid  on  each  share  in  cosh  and  five  thonsnnd 
francs  in  bank-bills  were  endorsed  by  the  subscriber  with  his 
own  signature  and  afterwards  coimtcrsigned  by  the  bank.* 
The  plan  proved  so  successful  that  it  was  imitated  by  the 
felailers,  who  organized  the  Comptoir  Commereial  (Commer- 
cial Bank).  The  Caisst  dfs  Comptts  Courants  and  the  Cahse 
ttEicompte  accepted  reciprocally  each  others  bills  and  were 
doing  an  acti\'e  and  safe  banking  busineas  when  a  new  turn 
was  gi%'en  to  the  economic  btstor}-  of  France  b>'  the  mtp 
rf'//a/of  IheKighteenth  Bnimaire  (November  9, 1799).  which 
made  Xapulcxtn  Bonaparte  First  Consul  and  virtually  the 
^up^cme  ruler  of  France. 

Bonaparte  had  hardly  grasped  power  before  be  turned  to 
his  financial  adviwrn  for  a  plan  for  a  nnitonal  bank.    Tbey 


'  Tknwyattd  Pnuiut  0/ Banktai.  It,  1158. 
*  Courtois,  109. 
'  lloio,  ^1. 
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rJlAcl  one  ready  for  his  immediate  consideration,  bearing  a 
'atlikiiig  ie:ieniblaiice  to  tlie  plan  of  tlie  Nolar}'  Rouen  wliicU 
liad  been  before  the  Coaiicil  of  Five  Hundred  under  the 
Kovemmeut  of  tbe  Directory.  Less  tbau  tbree  inonlbs  after 
tlic  Kighteenlh  Brumaire  appeared  Ihc  decree  of  January*  18, 
1800  {38  Nivoif..  An  VIII),  constituting  the  Bank  of  France, 
Tvith  a  capital  of  50,000.000  francs  in  shares  of  1000  francs 
each.  The  decree  provided  that  one-sixth  of  the  capital 
should  be  furnished  by  the  Treasury  by  an  invcslmenl  of 
Italf  tite  funds  given  as  bonds  by  the  receivers  general,  and 
Napoleon,  members  of  his  family,  and  personal  friends  lent 
their  support  by  subscribing  for  the  shares.'  This  support 
vi&s  necessary  to  the  success  of  the  bank,  and  it  was  not 
natil  1803  tbnt  all  the  shares  were  taken.  Vitality  was 
given  the  in^Mitulion  by  the  decision  of  the  general  assembly 
of  the  CaisK  dcs  Compla  Couranls  to  consolidate  witii  it  and 
the  transfer  of  their  offices  in  the  Place  des  \*ictoir<s.  Febru- 
ary 30,  iSoo,  the  tjiank  began  its  operations  as  a  bank  of 
issue  and  of  discount.  It  was  al  the  outset  a  private  instt* 
tulioii.  free  from  government  interference  and  its  right  to 
issue  notes  was  far  Irom  exclu^ave. 

But  Bonaparte  did  uot  view  with  patience  this  <ut»ation. 
"  One  bank  is  eai^ier  to  walch  than  several."  was  his  com- 
ment, and  after  the  Caissc  d' Esa/mptc  da  Commerce  had 
refused  to  loan  money  to  the  government,  be  took  vigorous 
measures  to  drive  it  to  the  wall.  The  law  of  April  14,  1S03 
(j/  Gtrminal,  Aa  XI),  gave  the  Dank  of  France  the  exclu- 
sive privilege  of  issuing  bank-bills  at  Paris,  raised  the  cajntal 
from  30,000,000  to  45,000,000  ft^ncs  and  decreed  that  uo 
bank  should  be  established  in  the  departments  without  the 
authority  of  the  government.  The  stockholders  of  the 
Cahsf  d"  Eitompu  dtt  Commerce  filed  an  emphatic  i>rotcst 
against  the  abrogation  of  their  right  to  issue  notes.  Their 
compUtnts  did  not  prevent  the  passage  of  the  law,  but  the 

*  N'Bpnleon  took  tbiny  shares,  Jo«rpti  Bonaparte  took  one  fibsrc, 
Hurattwo,  Elorlnutc  Bcnubanuiis  ten,  Dnroc  firc.r>encni1  CUrk,  who 
nufried  Napolron's  aitter  aud  died  ia  Sou  Dotningo.  one,  utd  Botui- 
«<iBe,  five.— Socl,  I.,  97,  note. 
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managemeut  of  the  Bank  of  France  did  what  they  could  to 
prevent  a  crisis  by  fusion  with  existing  banks  of  issue.  A 
consolidation  was  arranged  with  the  Cause  d' Estampte  du 
Commerce,  which  turned  over  its  assets  and  received  bills  of 
the  Bank  of  Prance  in  exchange.  The  shareholders  had  the 
option  of  becoming  shareholders  of  the  Bank  of  France  with 
all  the  privileges  of  the  original  shareholders. 

The  financial  crisis  which  broke  out  upon  the  formation  of 
the  third  coalition  against  France,  after  the  rupture  of  the 
Peace  of  Amiens,  resulted  in  radical  changes  in  the  constitu- 
tion of  the  Bank  of  France.  The  preparations  for  the  cam- 
paign of  Austerlitz  required  large  expenditures  by  the 
government  and  the  syndicate  of  contractors  for  supplies  for 
the  armies  obtained  large  loans  from  the  bank  in  the  form  of 
bills.  The  bills  began  to  be  presented  for  redemption  at  the 
rate  of  two  or  three  million  francs  a  week.  The  coin  reserve 
of  the  bank  was  reduced,  specie  was  demanded  by  the  bank 
in  the  settlement  of  its  balances  with  bankers  in  the  depart- 
ments, and  accommodation  bills  of  exchange  were  largely 
drawn  by  the  contractors  to  obtain  new  loans,  with  the  result 
of  new  note  issues  and  new  demands  for  redemption.  The 
circulation,  which  before  1803  had  never  exceeded  30,000,000 
francs,  surpassed  80,000,000  and  the  bills  began  to  fall  below 
par.  The  council  of  the  regency  limited  redemptions  to  a 
fixed  sum  per  day,  and  in  course  of  time  the  contraction  of 
discouuts  and  the  settlement  of  balances  due  the  bank  re- 
established equilibrium.  The  victory  of  Austerlitz  (Decem- 
ber 2,  1805)  assisted  in  restoring  confidence,  and  Napoleon, 
the  morning  after  his  return  to  Paris,  summoned-a  council  to 
discuss  the  crisis  which  had  absorbed  his  thoughts  even  upon 
the  field  of  battle.' 

The  Emperor  was  convinced  that  bad  managemeut  had 
much  to  do  with  the  crisis,  and  within  twenty-four  hours  of 
the  council  M.  Mollien  succeeded  M.  de  Barb6-Marbois  as 
Minister  of  the  Treasury  and  was  charged  with  the  prepara- 
tion of  a  new  plan  of  organization  for  the  bank.  He  recom- 
mended that  the  bank  be  linked  with  the  State  and  that  it 

'  Noel,  I.,  104. 
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be  the  only  institutioo  in  the  country  authorized  to  issue 

credit  paper.  "  The  bank,"  he  declared.  "  dots  uot  belong 
only  to  its  stockholders;  it  belougs  also  to  the  Stiite,  .-ance 
the  latter  has  given  it  the  privilege  of  creating  money." 
This  polic}'  was  ver>'  pleasing  to  the  Emperor  and  was 
promptly  put  iu  practice.  The  law  of  April  22.  1806,  in- 
creased the  capital  of  the  bank  from  45,000.000  to  90,000.000 
iratics  and  cooBdcd  its  direction  to  a  governor  and  two  sub- 
governors  nmiied  by  the  head  of  the  Stite,  bnlpaid  by  the 
bank.  The  duration  of  the  privileges  of  the  bank  was 
extetided  fifteen  years  bc>'ond  the  date  fixed  by  the  Act  of 
1803,  until  September  24,  1843.  It  was  the  purpose  of  Napo- 
leon to  make  the  bank  national  in  its  operations  as  well  as 
In  iiame,  and  a  decree  of  May  18.  1808.  gave  the  exclusive 
privilege  of  note  issues  to  the  bank  in  every  town  in  which 
it  csubtished  branches. 

The  fall  of  Xapolcon  caused  a  temporary  suspension  of  the 
operalious  of  tlie  bank.  The  council  ordered  the  burning  of 
the  bills  which  were  in  the  vaults  ready  for  issue  and  the 
withdrawal  of  current  accounts  by  depositors.  The  reserves 
fell  to  5,000,000  francs  {$1,000,000)  the  circulation  to  10,- 
000,000  froucs  and  current  accounts  to  i  ,300,000  francs.  The 
prompt  return  of  peace  restored  confidence,  the  circulation 
vos  increased  to  70,000,000  francs  and  the  rescrk'cs  rose  to 
95,000,000  francs.  The  government  of  the  restoration,  bow- 
ever,  was  not  especially  friendly  to  the  financial  creation  of 
the  Napoletmic  dynasty.  The  management  of  the  bank 
themselves  were  ready  to  renounce  exclusive  privileges  in 
the  departments,  provided  the  stockholders  were  allowed  to 
resume  the  selection  of  the  governor  and  his  a<»istatiL<i.  This 
prefect  was  not  accepted  by  the  Chambers,  but  the  branches 
at  Rouen  and  Lyon  were  abandoned  and  were  succeeded  by 
departmental  banks  of  a  type  which  soon  spread  to  the  lead- 
ing cities  of  Krancc. 

These  departmental  banks  were  entirely  independent  of 
the  Dank  of  France,  and  were  authorized  to  issue  their  own 
notes.  They  accommodated  tbemselvea  to  local  necessities. 
ihdr  officers  were  acquainted  with  local  credits,  their  profits 


54 


iUSTORV  OP  MODERN  BANKS  OP  ISSUE. 


augmented,  and  their  operation  contributed  greatly  to  the 
development  of  tlie  iuduhtrial  activity  of  the  uinctecnlh  cen- 
tury in  France.  Institutions  of  tbts  sort  ivere  fotuided  in 
nine  principal  cities,  and  some  idea  of  the  extent  of  their 
operations  and  of  their  success  may  be  formed  from  the  fol- 
lowing table  of  the  principal  items  of  their  balance  slieets 
for  1847;' 


■Am. 

tniH  erven 

■>ISCWJ>T«. 

MEAH 

eaK\'LJ.^tl^». 

UlYiraHMk 

R<ni«D, 

BordcBux, 
Lvon, 

Hftvr«, 
LiUe, 
Tovlouce, 
OrlJtiu, 

4.300,000 

1,700.000 
t2.60OkO0O 
10^400,000 

6,400,000 
i,«oo,ooe 
t.800,000 
t.eoo.000 
1 ,100,000 

FnacK, 

lu.tuu.ooo 

6,400.000 
13.goo.ooo 
s3.10o.0oo 
14,000,000 

7.000,000 

5.400,000 

1.400.000 
3,600,000 

Fnnci. 
19.000,000 
4.300,000 
90,qO0,O00 
10,700,000 
|6,JOO.OOO 

4,400,000 

4,500,000 

4,Boo.oao 
3.000,000 

PVCMH. 

14-4 

«.7 
a8.i 

6.8 

9.6 
117 
11.3 

Toul. 

41 ,700,000 

a4.9D0,00D 

90,100,000 

Thi.1  exhibit  shows  a  circulation  for  these  nine  banks  in 
1847  of  about  $17,500,000  secured  by  a  coin  reserve  of 
$8,ooo.ocx),  by  means  of  which  loans  had  been  made  to  the 
amount  of  $18,000,000.  The  large  proGbi  obtained  by  these 
departmental  banks  (indicated  in  the  cable  of  dividends) 
were  reflected  in  the  high  prices  of  their  cajwtaJ  stock.  The 
shares  all  had  a  par  value  of  1000  francs  (.$200),  and  tlic 
quotations  in  [847  wen: :  Bank  of  Rouen,  zfijo  francs ; 
Natitcs,  1750  fr.  ;  Bordeaux,  2200  fr.  -,  Lyon,  ;)770  fr. ;  Mar- 
seilles, 1970  fr.  :  HavTC,  1330  fr.  ;  LiUe,  1700  fr.  ;  Toulouse, 
1200  fr. ;  Orleans.  1810  fr.  Thedeposits  were  comparatively 
small,  amonntiiig  at  their  maximum  iu  1S47  to  16,800,000 
francs  ($3,250,000),  Deposit  banking  was  almost  unknown 
in  the  smaller  cities  of  France  and  these  departmental  banks 

'  This  table  U  comirilol  from  llic  oppendut  to  Courtoifi's  Hisfoire 
des  BamfMts  en  Frantf,  358-41,  bihI  is  given  in  round  ftgumbecaOBe 
tbc  tables  ■p[)ciu'  there  in  millioiirt  of  Tntno,  initcod  of  bcinK  (Vally 
caiHnl  ouL  The  ■sine  figure*  appear  Id  Uoni't  La  Liberii  dcs  Sam* 
^utt,  361-64. 
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Ecould  never  have  made  Mibt^tantiat  dividends  or  acquired  any 
considerable  volume  of  business  without  the  power  tulratis- 
mnte  their  aitsets  iuto  circulalitig  uotes. 

The  majority  of  the  departmental  Sanks  were  fouudcd 
bclmxii  1835  and  1S40,— t!ie  iJcriixl  when  Uie  failvire  of 
the  Bank  of  France  to  meet  expanding  commercial  needK 

^begau  to  be  most  keenly  felt.  The  Bank,  of  France  was 
j;enerally  regarded  as  an  institution  for  banters  rather  than 
3T  merchants  and  the  latter  obtained  their  diacouuts  at  the 

'bank  through  the  inter^•cntion  of  private  discount  houses. 
Many  of  these  hotiseji  suspended  during  the  political  dis* 
irbanccs  of  1830,  and  it  became  nccessarj-  to  appoint  a  rojal 

^comtuiseuon  to  report  upon  Ibe  commercial  and  industrial 
situatiou  and  "to  propose  measures  suitable  to  restore  to 
bnsiiKSS  transactions  and  the  circulation  their  u-suni  regular- 
ity.**  The  praposition  which  became  law  on  Oclolxrr  17, 
1S30,  proposed  to  make  loans  directly  from  the  Treasury 
and  fixed  the  amount  at  y>,ooo,ooo  francs  (S6,ooo,ooo).  A 
discount  office  (<.7Wf//t7f>rf'AjQ7i»^fr)  was  established  at  Paris 
with  a  capital  of  1.300,000  frauot,  which  it  was  authorized 
to  lend  at  four  per  cent,  on  bills  upon  Paris  and  at  five 
per  cent,  on  those  upon  the  provinces.     Various  amounts 

tivere  afterwards  added  to  the  capital  and  the  compMrwas 
continued  with  the  guarantee  of  the  City  of  Paris  until 
September  30,  1832.  The  total  discounts  from  December 
$1,  1830,  covered  59,928  pieces  uf  comniercial  paj^er  lunouut- 
i^S  '•>  53>»9i.43.i  francs.  Similar  offices  were  established 
in  many  of  the  departments  and  contributed  with  the  di- 
rect government  loans  towards  the  accommodation  of  in- 
ilu&tr3'>  The  goveniment  commission  made  loans  in  Paris 
lor  periods  of  twelve,  eighteen,  and  twenty-four  months,  dis- 
tributing them  with  some  reference  to  the  number  of  laborers 
cmpluyed.  audat^isted  nearly  450 establishments  in  Gfty-three 
departments  outside  of  Paris,  employing-  more  than  eighty 
Ihousind  men.'  The  amount  of  these  loans  reported  still 
bad  or  doublfiil  in  1S70  was  905,312  francs  (5180,000). 

A  similar  device  was  resorted  to  again  after  the  revolution 

'  CoBftoii,  I37-45. 
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of  1848.  The  countty  was  then  emerging  from  the  effects 
of  3  financial  crisis  and  the  discount  liousvjs  bad  again  lost 
public  coii&dence.  The  goveromeiit  00  this  occasion  songbt 
tlic  co-operation  of  the  business  community  in  establishing 
discount  offices.  They  required  that  a  third  of  the  capital 
be  iumished  by  individuals  or  municipalities,  the  other  two 
thirds  being  represented  by  Treasury  bonds  and  municipal 
obligations.  Some  of  the  offices  received  in  addition  a  loan 
in  specie,  upon  which  they  were  required  to  pay  four  per 
c«nl.  interest  lo  the  Treasury.  Most  of  these  loons  were 
reiinbur:«;d  at  the  end  of  two  years  and  sei^eral  of  tlie  dis- 
count offices  afterwards  repaid  the  capital  advanced  by  the 
State  and  became  private  banks.  The  Paris  office  became 
the  C»mploir  d'EscomfiU,  which  estabUslied  branches  In 
India.  Japan,  and  the  Antilles.'  and  carried  on  some  large 
operations  in  finance.  It  was  wrecked  by  advances  of  130.- 
000,000  fraucs  to  the  great  copper  syndicate  In  18SS,  and  its 
ruin  was  proclaimed  by  the  suicide  of  the  director,  M. 
I>enrert-Kochereau.  on  Marchj,  1889.'  The  Dank  of  Prance 
was  compelled  from  1848  to  1853  to  make  many  renewals 
of  its  discounts,  hut  the  amount  thus  outstanding  was  re- 
duced on  December  31.  1856,  to  771,500  francs  ($150,000).' 

The  success  of  the  departmental  banks  was  already  so 
great  before  iS4othat  the  Bank  of  France  n'as  stimulated  to 
avail  itself  again  of  the  right  to  cstabUsh  branches  in  the 
len<iing  cities  of  the  country  and  a  contest  which  has  not  yet 
i-ndwl  arose  amoug  bankers  and  ecouuuiists  as  lu  the  relative 
wisdom  of  granting  a  monopoly  of  note  issues  to  a  single 
institution  or  permitting  such  issues  by  local  banks.  The 
advocates  of  monopoly  won  a  partial  triumph  by  the  Act  of 
June  30,  1840,  which  prolonged  the  privileges  of  the  Bank 
of  Prance  until  December  31,  1867,  and  declared  that  no 
departmental  bank  should  thenceforth  be  established,  nor 
the  privileges  of  existing  banks  prolonged,  except  by  WrttK 
of  a  special  law.    The  ordinance  of  March  25, 1841,  which 

■  Cottmllc-SetiDell.  194. 
'Janncl,  jaS"**- 
'  Counois,  iTft'lfl?. 
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fixed  the  slatiis  or  Ibc  branch(>s,  is  the  Ian-  still  in  force,  and 
ga\'c  lo  the  brandies  the  exclusive  privilege  of  issuing  notes 
in  the  dtics  where  they  were  established.  Even  the  increase 
in  the  number  of  tlie  departmental  banks  and  in  the  branches 
of  the  Bauk  of  France  had  uol  been  adequate  to  supply  the 
growing  demand  for  di.scounts.  and  in  18^7  Jacques  Laffitte 
foonded  the  Cais%e  Ghifraie  du  Commerce  e(  He  I'  InduUric 
(General  Bank  of  Commerce  and  ludustr)').'  witli  a  capital 
of  15.000,000  francs.  The  absence  of  authority  to  issue 
circulating  notes  was  evaded  by  the  issue  of  bills  psiyable  to 
order  afler  five,  fifteen,  and  thirty  days,  with  interest,  and 
for  three  moutlis  without  interest.  The  bills  payable  after 
five  days  were  the  most  sought  for  and  were  circiilnted 
with  au  indorsement  in  blank  which  permitted  them  to  pass 
from  hand  to  liand. 

The  overthrow  of  the  government  of  I/}uis  Philippe  in 
Februarj*.  1848,  came  on  the  heels  of  the  financial  crisis  of 
1S47,  and  the  combination  of  the  two  events  caused  a  long 
list  of  failures  and  the  general  suspension  of  specie  pay* 
mcnts  by  authority  of  the  provisional  government.  The 
suspension  of  specie  payments  was  accompanied  by  decrees 
giving  forced  legal  tender  character  to  bauk-ttolcs,  both  those 
issued  b>'  the  Bank  of  Prance  and  those  issued  by  depart* 
mental  banks,*  but  legal  tender  circulation  was  given  the 
notes  of  the  departmental  bauka  only  within  the  departments 


*  Tllc  Bmk  of  France  wiu  tmwillin);  lb«t  the  name  Ranq»€  sbouU 
be  aMttmcd  by  any  other  ioititutioiis  lliau  Itself  and  tlie  (kpartuieotol 
iMUiks.  There  w^a  uo  law  on  the  subject,  aa  in  KngUiid  «ni1  the 
United  States,  but  the  object  was  sttsiticd  by  the  auKKesllnn  Itiat 
conltol  retnitons  would  not  be  MlablUbnl  with  the  new  inRitulion  if 
it  eall«d  ilsclf  a  bonk. — Coiutoia,  15;,  note. 

•  Tic  oppooeats  of  monopoly  lay  strcM  npon  the  fact  that  the  Bank 
of  France  was  fotc«d  firat  to  acek  the  niupcasion  oriipc<^c  pAvmenti^ 
and  it  was  oot  uulil  teit  days  Utct  (U:uch  15,  1K4S)  that  the  aame 
pririlpKe  wan  mttcnilecl  to  the  drpartiDcntitl  linnk*.  which  bad  thoa 
fu-ft«aililyniet(Ul  demands.  The  circulation  of  (be  Dank  of  Prance 
waa  fixed  by  legal  decree  at  a  muimam  of  35a«»,aDo  fraDcs  (^70,000,- 
000)  and  timita  were  fixed  for  eacb  of  the  depamncnlal  banks,  amonnl- 
iog  to  an  aggregrateof  103,000,000 fnBca(|90b40OhWO).— Horn,  j6S-7a 
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in  which  they  w«rc established.  ThispoHo'.  whether  iiiten- 
tionalty  or  uot,  paralyzed  the  action  of  the  independent 
banks  nnd  g&i'e  a  color  of  justification  for  the  decrees  of 
April  27  and  May  2,  1848,  providing  for  the  fuiiion  of  the 
departmental  banks  with  the  Bank  of  France  and  limiting 
the  issue  of  bills  to  the  central  institution  and  its  bronches. 
The  language  of  the  decree  based  the  consolidation  upon  the 
ground  "  that  the  bills  of  the  departmental  banks  form  in 
certain  localities  special  monetary  Mgns,  whose  cxistaicc 
injects  a  deplorable  perturbation  into  all  transacliuu»  ;  and 
that  the  essential  intercuts  of  the  country  imperiouidy  demand 
that  e\'eT>'  bank-bill  declared  to  be  legal  money  shall  be  able 
to  circulate  cc|imlly  in  all  parts  of  the  land."  '  The  govern- 
ment thus  touched  upon  the  weakest  feature  of  tlie  depart- 
mental system — the  lack  of  interchangcabtlity  of  the  various 
note  issnes.  This  was  In  part  the  result  of  the  government's 
own  action  in  limiting  tlw  legal  tender  quality  of  the  notes, 
but  it  was  alao  true  that  there  was  uo  association  among  the 
banks  which  might  have  kept  their  notes  in  dreiilation 
without  the  legal  tender  quality.  '  The  Rink  of  France  was 
given  the  aggregate  circulation  of  the  pre-exisiiiig  banks 
and  the  maximum  was  raised  by  decree  of  December  33, 
1849,  to  525,000.000  francs. 

The  fusion  of  the  departmental  banks  with  the  Bank  of 
France  resulted  tn  au  increase  of  the  capital  of  the  central 
institution  by  the  exact  amount  of  the  capita)  of  the  nine 
depftitmental  bauks.  The  capital  of  the  central  bonk  bad 
been  reduced  in  1S23  by  the  purchase  of  outstanding  shates 
to  67.900,000  francs  and  was  increased  by  the  absorption  of 
the  departmental  banks  to  91,250,000  francs  ($18,000,000). 
So  strongly  did  the  current  of  centralization  run  that  it  was 
proposed  to  unite  the  bank  to  the  public  domain  under  the 
name  of  the  National  Banl:  of  France,  but  the  A»ieoibly  was 
unwilling  to  increase  the  distmst  already  felt  in  business 
circles  by  so  radical  a  departure  and  rejected  the  proposals,' 

■£<»£t/f,Sta/«yx,  67-6S. 
'Noel.  I.,  IM. 
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The  ftireed  legal  tender  of  the  bills  came  to  an  end  by  Die 
law  of  AtiguHt  6,  1850.  A  new  increase  of  capital  was  made 
by  the  law  of  the  Empire  of  June  9,  1857,  and  the  charter  of 
the  bank  was  extended  to  December  31,  ii!97.  Its  existinj; 
privileges  were  confirmed  and  :i  concession  was  made  to  tlie 
recent  growth  of  ecououiic  opinion,  in  favor  of  controlling 
the  foreign  exchanges  through  the  discount  rate,  by  exempt- 
iog  the  bank  from  the  usury  law*,'     The  new  charter  re- 

i-quired  that  branches  be  established  within  ten  years  in  all 
the  departments,  but  it  was  not  until  fifteen  years  after  the 
time  set  that  this  requirement  was  fully  complied  with.     The 

Littcretueor  capital  wo.-;  justified  by  the  immense  expansion 

>Of  industry  by  machincr>'  and  the  buildinf^  of  railroads,  and 
the  requirement  of  a  branch  in  every  departmeut  made  it  the 
more  imperative.     The  capital  was  therefore  doubled  and 

't3ie  91,250  new  shares  were  isaued  at  1100  francs,  of  which 
the  premium  of  100  francs  was  destined  to  strengthen  the 
reserve.  The  govenmiein  borrowed  100,000,000  francs  of 
the  money  subscribed  for  the  increase  of  capital  upon  a 
pledge  of  three  per  cent,  securities. 

The  strength  of  the  bank  proved  a  powerful  support  for 
the  railway  enterprises  which  were  now  being  floated  in 
searly  cvci>"  department  The  quotation  of  the  stock  of  the 
Dcw  companies,  which  had  not  yet  had  time  to  complete 
their  lines,  had  folleu  ver>-  low  when  ten  of  the  leading  com- 
panies formed  a  syndicate  and  appealed  to  the  bank  for 
assistance.  A  contract  was  signed  by  which  (he  bank 
opeoed  a  credit  in  favor  of  the  companies  on  the  deposit  of 
their  obligations  aud  agreed  to  market  them  under  favorable 
conditions.  Two  hundred  and  forty  million  of  francs  (S^6,- 
303.000)  of  obligations  were  disposed  of,  150.000,000  by 
pri^'ate  sales  aud  (>o,ooo,ooo  by  public  subscription,  during 
1858,  and  the  quotations  were  carried  upward  from  260  francs 
to  290  francs  within  the  year.  The  only  benefit  derived  by 
tbe  bauk  from  this  operation  u-as  the  interest  ou  the  advances 

'  Loii  et  Statuls,  81.  ThecanilngB  above  sU  pei  ceut,  wererequired 
lb  he  c*rri«tl  to  a  p«rmcii«nt  nurplui  fuud,  which  luu  stood  for  more 
Uua  twenty  ycare  at  8^002,313  rrsuc& 
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to  the  companies,  which  amounted  to  449,600  fnucs,  but 
the  operation  was  so  successful  that  sales  through  the 
agency  of  the  bank  were  continued  in  1859  and  the  bank 
charged  a  commission  of  50  centimes  for  each  obligation 
sold,  deriving  a  premium  of  440,000  francs  from  the  transac- 
tion. Similar  operations  were  continued  for  several  years, 
with  hand-some  profits  to  the  biuik  and  great  benefit  to  tlie 
railways  in  placing  their  obligations  and  obtaining'  the  neces- 
sary cajntal  for  construction . 

The  hietor>'  of  the  Bank  of  France  since  1870  is  deeply 
colored  by  the  national  struggle  with  Gennauy.  The  bank 
lent  its  support  to  llic  government  at  the  outset ;  it  received 
the  privilege  of  legal  tender  for  its  notes  and  the  suspeiisiou 
of  specie  payments ;  it  suflfcrcd  from  the  ravages  of  the 
Commune,  and  it  played  a  Inrge  part  in  the  settlement  of 
the  great  war  indemnity.  The  management  of  the  bank 
wa.s  prudent,  and  its  credit  suHcrcd  but  slight  impairment 
under  tlie  strain  of  national  disaster  and  civil  discord.  The 
l>ank  advanced  50.000,000  fniiKS  to  the  go\'emment  on  July 
18.  1870,  four  days  after  hostilitini  were  voted,  secuJed  by 
Treasury  lKind.<>  ninning  for  tlirce  months.  Other  advances 
up  to  the  dose  of  the  war  carried  the  total  to  1,470,000,000 
francs  ($280,000,000).  The  suspension  of  specie  payments 
^vas  authorized  on  August  1 3tli,  with  only  one  dissenting  vote 
in  the  Chamber  of  Deputies.  This  step  was  not  taken  at 
tbe  request  of  tlie  bank,  ur  because  of  any  severe  pressure 
npoti  it  for  gold,  but  with  the  view  of  tying  up  the  gold 
reser%'e  for  tlie  benefit  of  the  government  in  case  of  militazy 
necessity.' 

The  restoration  of  specie  payments  in  1850  had  been  ac- 
companied by  the  removal  of  any  limitation  upon  note 
issues,  which  had  gradually  expanded  with  increasing^  com- 
jnercial  development  to  1,4^,000.000  francs  (5275.000,006) 
in  1S69.  A  limit  of  1,800,000,000  francs  was  imposed  by 
the  law  of  Augu.st  12,  1870,  which  was  raised  two  days 
latter  to  2,400,000,000  fnmca,  Gold  jumped  to  a  premium 
of  fifteen  per  cenL,  but  the  premium  fell  in  a  few  daj-s  to 

'  Couttoi*,  a^s. 
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one  per  cent,  or  e\'eii  less  and  did  not  rise  materially,  ia 
spite  of  the  disasters  of  the  army,  until  the  great  demand  for 
foreign  exchange  in  paying  the  war  indemnity.  The  pre* 
tnium  then  rose  as  high  as  twentj'-fivc  per  cent.,  representing 
Apparently  one  of  the  few  cases  where  the  price  of  gold  has 
ri«en  as  the  result  of  a  special  demand  without  afiectitig  the 
prices  of  coniraodities  or  the  credit  of  the  paper  circulation. 
The  necessity  of  a  large  circulating  medium  led  to  a  further 
extension  of  the  limit  of  Issue  on  December  79,  tS/i,  to 
:3,8oo,ooo,ooo  fmncs,  and  the  great  loan  of  three  milliards 
was  the  occasion  for  another  extension,  July  15,  1S72,  to 
3.200.000,000  francs.  The  law  of  December  29,  1871,  author* 
ized  the  issue  of  notes  for  five  francs  .iiul  ten  francs.  The 
limit  of  drculatioD  was  not  aguiu  niiseil  until  oOer  the  re- 
sumption of  specie  payments.  Resumption  was  set  l>y  the 
law  of  Augu.st  3,  1S75,  for  the  time  when  the  debt  of  the 
government  to  the  bank  should  be  reduced  to  300,000,000 
francs.  This  condition  was  formally  complied  with  by  a 
payment  to  the  bank  of  10,000,000  francs  on  December  31, 
1877,  but  the  bank  had  already  been  paying  ii^'e-frnnc  pieces 
in  silver  uuce  Kovember  7,  1873,  and  twenty-frauc  gold 
pieces  ance  No\xmhcr,  1S74.' 

The  Bunk  of  France  was  saved  from  complete  destruction 
during  the  rdgn  of  the  Commune  in  Parin,  in  the  spring  of 
1S71.  by  appeasing  with  small  sums  the  appetites  of  the 
hmiKn*  Conimuni.st  leaders.  The  latter  first  drew  out  in 
instalments  the  sum  of  9,401,819  fniucs,  which  was  ou  de- 
posit to  the  credit  of  the  City  of  Paris,  and  when  this  was 
cxhau.stcd  dcmandetl  .^veral  millions  more.  The  bank 
yicUled  grmigingly  niider  the  compulsion  of  force  and  with 
the  approval  of  the  lb[iuistry  of  Finance  at  Versailles.  The 
Communists,  after  tlie  capture  of  one  of  the  gates  of  Paris 
by  the  regular  array  on  May  22d,  set  fire  to  the  Tuileries  and 
sent  one  of  their  officers  to  the  bank  to  demand  the  imme- 
diate payment  of  700,000  francs  for  the  wages  of  the  National 
Guard,  The  Marquis  de  PIamic,  the  Assistant  Governor, 
temporized  as  far  as  possible  by  advancing  300,000  franca 
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and  reiusing  the  leniaiiiiler  apon  the  ground  that  so  Urge  an 
advance  required  the  consent  of  the  Council  of  Rc};cnls  of 
Oie  bank.  The  refusal  exasperated  the  Couimunist  leaders, 
who  threatened  to  bring  tlte  bank  lo  terms  by  two  batlaliouu 
aud  two  pieces  of  caanoa.  The  bank  yielded,  upou  Uie 
written  dctoaad  of  the  Committee  of  Public  Safety,  endorsed 
by  M.  Jouxde,  the  financial  delegate  al  the  Comuiuiie.  that 
"  If  this  sum  is  not  delivered,  the  bank  will  be  immediately 
invaded  by  the  Coiumunnl  Guard. "  '  M.  Jourde  was  obliging 
enough,  when  a  new  detuaud  was  made  for  500,000  francs 
on  May  23d,  to  deli^'cr  a  receipt  endorsed  with  the  declaration 
that  "  The  refusal  of  this  sum  would  involve  the  seizure  of 
the  bank."  The  nest  day  the  regular  army  of  Versailles 
was  in  the  heart  of  Paris  and  the  bank  was  safe  from  fiirlher 
robherj-.  The  advances  on  behalf  of  the  City  of  Paris  were 
recognized  as  a  debt  of  the  city  and  counted  into  the  loan 
for  210,000,000  francs  contracted  with  (he  bank  on  August 
30.  1871.  The  bank  was  less  successful  with  the  general 
government  and,  after  a  long  course  of  negotiations,  was 
obliged  to  charge  7.393.363  fraucs  to  the  account  of  profit 
flud  loss.' 

The  Bank  of  France  played  an  important  part  in  the  most 
remarkable  transaction  in  the  hislorj-  of  foreign  exchange — 
the  payment  of  tlie  great  war  indemnity  levied  upou  France 
by  Germany.  A  detailed  account  of  the  process  of  payment 
was  submitted  to  the  NadoniU  As.<tembly  in  1875  by  M.  L^n 
Say,  aud  forms  one  of  the  most  iustnicti\'e  chapters  of  mod* 
cm  financial  history.  The  definitive  treaty  of  peace,  signed 
at  Frankfort  on  ^[ay  lo,  1871,  called  for  the  pnymenl  by 
France  to  Germany  of  five  milliards  of  francs  (51.000,000,- 
000).  Five  hundred  miUious  were  to  be  paid  thirty  days 
after  the  restoration  of  order  in  Paris,  one  thousand  millions 
during  the  y«ftr  1871,  five  hundred  millions  on  May  i,  1873. 
and  three  thousand  miUiotiB  on  March  3,  (874,  with  fii'c  per 
cmi.  interest  on  the  last  payment.  The  framers  of  the 
trr;(ty  appreciated  the  difficulty  of  making  such  au  immense 

■  NmI.  I.,  tn. 
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tiBDsfer  of  credit  without  upsetting  the  financinl  fabric  of 
Europe  and  provisiou  was  made  that  puymtnt  xa\^\\\.  b< 
made  in  gold  or  silver,  ia  uotcs  of  the  banks  of  Knglnud, 
Prussia,  Holland,  or  Belgium,  or  in  first  class  bills  of  ex- 
change. Bills  not  payable  in  Gemiaiiy  were  to  be  valued  at 
tlirir  net  proceeds  afler  deducting  the  cost  of  collection.  It 
was  aflervrards  agreed,  that  the  portion  of  the  liastcrn  Kail- 
n-ay  of  France  which  wos  situated  in  the  ceded  pmviuce  of 
Alsace,  and  was  the  property  of  the  Frtuch  govenuneut. 
should  be  accepted  for  325.000.000  francs  of  the  indemnity, 
nod  that  125,000,000  fraucs  should  be  received  iu  notes  of 
the  Bank  of  France. 

Three  things  bad  to  be  accomplished  iu  order  to  pay  the 
indemnity  within  the  time  set.  The  credits  had  to  be  tram*- 
ferred  to  the  French  government  by  taxation  or  the  sale  of 
securities  ;  the  proceeds  had  to  be  converted  into  obligations 
acceptable  to  the  German  government ;  and  these  obligations 
had  to  be  paid  or  traniifcrrcd  to  the  credit  of  Germany.  The 
first  step  was  taken  by  uieaus  of  an  advance  from  the  Bank 
of  France  and  the  placing  of  public  loans.  The  bank 
advanced  1,530,000.000  francs  ($300,000,000)  to  enable  the 
gm'critment  to  meet  promptly  the  two  payments  rcquirt^ 
during  1871.  One  of  the  conditions  of  the  payment  of  the 
iudemnity  was  that  GertntD  troops  should  occupy  French 
soil  until  the  payments  were  completed.  M.  Thien>,  the 
president  of  the  new  republic,  determined  to  free  the  coun- 
try from  foreign  occupation  at  the  earliest  pas-siblc  moment 
by  anticipating  the  payments.  Two  loans  were  authorized, 
— one  for  2.225,994,045  francs  ^^30,000,000)  in  the  summer 
of  1S71.  and  one  of  3.498.744.639  francs  {$675,000,000)  iu 
the  summer  of  1872.  They  were  subscribed  many  times 
ttvcr  and  the  govemmeut  tliercby  obtained  the  funds  for 
^completing  the  payments  and  liberating  French  soil  in  the 
summer  of  1873. 

One  of  the  striking  results  of  this  loan  was  to  bring  from 
the  boards  of  the  French  peasants  and  small  shop-keepers 
the  gold  and  silver  which  had  tM^n  accumulating  for  genera- 
tious.     It  was  the  iuitiaiiuu  of  whole  classes  of  the  French 
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people  into  dealiug  with  negotiable  securities.  The  time 
was  nearly  ripe  iu  the  progress  of  modem  Snanciering  for 
this  change  in  the  habitR  of  the  people,  but  it  required  a  loan 
u'liicb  appealed  tu  Ihcir  patriotism  and  carried  a  high  guaran* 
tec  of  safety  to  definitely  break  down  the  old  habit  of 
hoarding  and  establish  the  new  habtl  of  iu\'estment.'  The 
subscriptions  to  the  second  loan  mere  934.376,  and  the 
amount  subscribed  was  i3.2sa,455,93ofrancsat  Paris,  4,513,- 
443,566  francs  in  tbc  proviiict-s.  and  26,050,195,054  francs  in 
foreign  countries.  The  furtign  subscriptions,  numbering 
107,612,  were  largely  speculative  aud  the  majority  wcremade 
by  the  great  finaucial  houses  as  a  mentis  of  supporting  tlieir 
correspondents  in  Paris.  The  bulk  of  the  loan  tended 
eventually  into  the  hands  of  Freiichmeti.  The  hoards  of 
gold  aud  silver  brought  into  the  market  (rom  the  pro^indal 
Rtihscribers  went  to  swell  the  monetary  circulation  and 
enabled  the  Bank  of  France  within  a  few  years  to  accumu- 
late a  coin  rc»cr\'e  nearly  twice  as  large  as  it  had  e\'er 
before  held.  While  375,000,000  francs  (£73,000,000)  in  gold 
left  the  countrv-  in  the  three  years  1871-73  and  the  reser\'e  of 
the  Bank  of  France  declined  as  low  in  J871  as  399,000.000 
francs,  the  >'elIon'  metal  came  pouring  back  tn  tlic  next  few 
yeiint,  and  in  1876  the  reserve  of  gold  alone  in  tbc  bank  stood 
at  1.530,400,000  francs  ($300,000,000). 

Another  striking  feature  of  the  payment  of  the  war  in- 
demnity wa.s  the  development  of  the  nsc  of  commercial 
credit  for  iransfcmug  funds  from  one  couuti>"  to  auolher. 

'  H.  Lefx>y-Beaalieti  computes  ao  increase  in  Frencli  luni|.boItIen 
'ron  ^50.000  in  1^)70  10  1,000,000  in  t8;6,  countloj  unl)-  pmnnnent 
invcstonaod  excluding  spcculalirc  boldio]^  Tbis  would  rcpmcnt 
aliout  one  lu  eiglit  or  the  lit^ads  of  fnmJlict  iu  Proncv.  Tliv  salrc  oT 
public  »c<urili«»  in  tbc  d«partmeRt«  incraurd  from  4,199,433  in  1669 
to  3j,a;3.o94  in  i8;3,— /.a  Seientt  dts  Finamti,  IL.  330-35.  Tbc  ef* 
fed  of  the  popnlnr  tubwriptions  miy  be  tr»ced  also  In  tbc  rednctloii 
of  tbc  bttUoccs  iu  tbc  CaisiC  tt^pargne  (S*mga  Bank)  of  Paris 
vbicli  rell  from  54,[t)0,747  franca  (iio,;oo.uu)on  JonujiTy  1.  i8;u  to 
j5,4H,ja4  franc*  (|7,oon,noo>oti  Jnnnary  i,  1S73,  lite  lalter  being  the 
lowcri  point  rrachctl  since  rSja— fu/iT  BuiUtim  de  5k*titti^ue,  OcL« 
1895.  XXXVIII..  374-77. 
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'aggregate  payments  consi^t«l  of  only  745.354,079  francs 
($143,000,000)  in  all  forms  of  currency,  including  bank-notes, 
mud  4.24jS,32€.274  francs  ($820,000,000)  in  bills  of  exchange, 
riie  loss  iu  the  uonetary  circulation  of  France  was  Icks  thnu 
ae  sum  of  coin  and  bank-notes,  becatue  some  of  the  bank- 
DOtes  were  purcliased  by  exchange  in  foreign  countries  aud 
others  were  German  notes  which  had  drifted  tuto  France 
with  the  Gcnnan  army.  The  real  specie  paymcnLs  t«rc 
273,003,058  francs  ($5J,6oo.ooo)  iu  French  gold  and  239,- 
2^1, 87J  francs  ($46,000,000)  in  French  silver.  The  essential 
ric  of  completing  the  payments  was  done  by  the  purchase 
by  the  government  of  bills  of  exchange  drawn  by  Frcnch- 
nen  upon  their  credits  in  €v«r>-  quarter  of  the  world.  Brit- 
Jsh  Mils  were  the  most  plentiful  upon  the  Paris  market  aud 
the  heavy  purchasjes  of  the  French  govcmnicnt  threw  much 
of  the  monetary  stress  uixin  Huglund  and  cumpcUed  the 
Baok  of  Knglaod  to  maintain  high  discount  rates  all  through 
1873  and  1S73.'  The  purchase  by  the  government  of  a  bill 
drawn  by  a  French  merchant  upon  an  Kngltsh  cnstomer 
litted  the  tiansmission  of  the  bill  to  the  German  gov- 
''ernmcnt,  which  could  then  draw  upon  London  for  the  gold 
or  simply  direct  the  depasit  of  the  proceeds  to  their  credit  in 
tie  London  Joint  Stock  Bank,  which  was  their  London 
'igcnt.  If  the  Frcncbnuin  who  sold  bis  bill  of  exchange  to 
the  goi'%mmcnt  was  a  purchaser  of  the  new  public  loan,  the 
Liesnlt  of  the  process  was  the  transformation  of  his  claim 
[pgaiust  his  Englisli  customer  into  a  claim  agaiu&t  his  own 
iment. 
One  of  the  incidents  of  this  great  opeiatioa  in  exchange 
was  the  fall  in  the  price  of  foreign  securities  on  the  Paris 
rket  and  their  flight  toother  countries,  where  their  quo- 
ilions  remained  comparatively  undisturbed.  ThcNe  infln- 
iic«s  operated  most  directly  upon  what  are  known  on  the 
European  exchanges  as  "  intcmatioaal  securities."  because 
they  are  known  aud  quoted  iu  the  leading  markets  of  the 
world.  The  cause  of  their  decline  on  the  Paris  market  in 
167 1  was  the  eagerness  of  Frencbmen  to  truisfer  their  capi- 
<Gnbart.IL,3&t 
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ta\  into  the  obligations  of  their  own  counlTj-.  The  retnilt 
of  tlie  decline  was  not  only  the  sale  of  the  securities  offered 
to  brokers,  but  a  flood  of  foreign  monc)'  and  foreign  credits 
to  Paris  to  take  advantage  of  the  reduced  pric«s  of  "the 
interna tionnU."  M.  Say,  Jn  his  report,  attributed  to  these 
arbitrage  transactions  in  iuternational  stocks  aud  their  cou- 
pons  much  of  the  facility  with  which  the  indemnity  was 
paid,  The  sales  of  Italian  five  per  cent,  securities  alone  <m 
the  Paris  Bourse  from  July  i,  1871,  to  Decciulx-r  31,  1873, 
were  46,115,000  fraocH  ($9,000,000),  not  iiicliuling  sales  by 
private  brokers.  The  proof  that  these  sales  were  largely  on 
fordgD  account  was  furaibheil  by  tltc  decline  in  the  interest 
payment*!  made  at  Paris  on  Italinn  securities  from  40,150,- 
cx)o  francs  on  July  1,1871,  *°  *5i<So4.o«j  francs  on  January 
I.  1874.' 

The  Bank  of  France  was  embarrassed  as  early  as  i860  by 
the  Huctiidtions  in  the  relative  \-alue  of  gold  and  silver  aud 
their  departure  from  the  ratio  of  fifteen  and  a  half  to  one 
fixed  by  the  French  coinage  law  uf  1805.  Sth'er  had  be- 
come the  more  valuable  metal,  because  of  the  immense  addi- 
tion to  the  gold  stock  by  the  discoveries  in  Califoniia  and 
Australia.  The  value  of  silver,  in  other  words,  was  greater 
in  proportion  to  gold  than  the  price  paid  for  bullion  at  (he 
mint.  It  was  obvious  that  if  the  bank  continued  the  pohcy 
of  rcdcniptioti  of  its  notes  in  gold  or  silver  at  the  option  of 
the  holder,  wlvercoin  would  alwav-s  be  preferred,  and  would 
be  witlidrawii  for  speculative  purposes  as  Intig  as  it  could  be 
obtained,  because  it  could  be  sold  a.-i  bullion  at  a  proSt  above 
its  face  value  in  gold.  The  situation  became  so  serious  that 
the  Iwink  asserted  the  optii>n  to  pay  only  in  gold  and  was 
cjbliged  to  borrow  that  metal  from  the  fiank  of  England  in 
Older  to  be  well  supplied.  Gold  had  been  flowing  into 
France  since  the  opening  of  the  Caiifoniia  mines  aud  silver 

'  LcTTiy-Bnmlifn,  II.,  336.  M.  l^roy-Beitiiliea  whnits  tbat  hIcs  for 
report  arc  incltiiicrt  in  Hi*  fint  item,  biit  thp  dfrdin*  in  ititcTMA  p«y- 
mealn  Ml  I'liritiicrmB  to  suniniii  lii!i  art;umi:iil  iLat  tlalljta  iccurilk'S 
left  rroDce  in  order  that  Ihelr  proceeds  iniglit  Xnt  invulcJ  in  the  (n- 
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flowing'  out  in  an  iiniiitciruptcd  stream.'  but  the  Bank  of 
Fninee  liad  held  on  to  tlie  dearer  metal,  silver,  and  redeemed 
iu  the  cheaper  until  its  gold  r«sen*e  was  reduced  iu  i860  to 
about  too.000.000  francs,  while  its  silver  stood  at  about  325.- 
000,000  francs.  About  £2,000,00:*  iu  gold  waa  obtained  from 
the  Bank  of  SnglAiid,  which  was  not  averse  to  exchanging 
Ibe  less  valuable  metal  for  the  dearer,  even  though  the  latter 
was  not  a  money  metal  in  Knglami. 

The  departure  of  the  market  ratio  of  gold  and  silver  from 
the  mint  mtio  by  the  depreciation  of  gold  was  the  occasion 
of  the  formation  of  the  Latin  Union.  Belgium,  Ital>',  and 
Swttnrrland  bad  already  adopted  the  Frmch  decimal  system 
of  coinage  before  the  formation  of  the  Union,  and  the  coins 
of  each  coontrj-  circulated  frcdy  in  the  others.  The  proposi- 
tioa  for  a  conference  came  from  Belgium,  but  wns  cordially 
■coepted  by  the  French  (jovemment  and  the  meetinj;  called 
at  Paris.  The  most  pressing  problem  to  be  confronted  was 
the  disappearance  of  the  subsidiary  silver  coiux  because  of 
the  premium  npon  silver.  Switzerland  had  already  reduced 
her  silver  coins,  except  the  five-franc  jMece.  by  the  law  of 
Jaouar>'  31,  i860,  from  ninc-tcntbs  fine  to  eight-tenths; 
Italy,  hy  the  law  of  August  24,  1862,  had  lowered  to  0.S35 
fine  the  franc  and  smaller  pieces  ;  and  France  had  adopted 
the  standard  of  u.835  for  her  pieces  of  20  and  50  centimes. 
The  change  of  all  but  the  five-franc  piece  was  recommended 
by  a  commission  ai>pointed  by  the  French  govcmmeul  la 
]36i,  but  the  Corps  Irfgislatif  in  passing-  the  law  of  May  25, 
1864,  refused  to  reduce  Ibe  one-  and  two-franc  pieces.'  Bel- 
gium was  on  the  point  of  taking  legislative  action  when  the 
advantaged  of  an  inlernatiunal  coiifcrcnci:  Huggealtd  tliem- 
sclves. 

The  refusal  of  the  French  legislatiw  body  to  reduce  the 
fineness  of  the  larger  silver  pieces,  so  as  to  bring  their  bullion 

■  Tbe  Bet  impota  of  g«Id  ioto  Fraii««  froin  184S  to  tS>)  wetc  5,133,- 
000,000  (nncs  (f  1.000.000,000)  «iiil  ooly  one  yeax  (1S61)  showed  net 
•jtpoTiii.  Ttie  yvan  1359  to  1864  nbowed  nntit tempted  net  espocu  of 
•iI*CT  ainoBBliBK  to  1,736,000,000  fniacs  ((340,000^000),— &b«w,  ta|-86. 

*  AnMon^.  191- 
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value  down  to  their  face  value,  was  rapidly  driving  them  out 
of  drculatioo  and  silver  had  long  ceased  to  be  offered  in  any 
con^dcrablc  quantities  for  coinage  at  tlie  mints.'  Tlie  cdu- 
fereuce  decided  that  all  silver  coins  below  the  five- franc  piece 
should  be  reduced  to  0.835  'ii^i  W\'aX.  tli«r  coinage  should  be 
limited  in  each  couutr>'  to  mx  francs  per  capita,  that  the  stib* 
sidiar)-  silver  should  be  received  in  the  public  depositaries  of 
each  countr>'  in  amounts  not  exceeding  one  butidred  francs 
($19.30)  and  should  be  a  legal  tender  in  the  counlr>*  where 
coined  in  amounts  of  not  more  than  fif^y  francs  ($9.65).  The 
Belpan.  Swiss,  and  Italian  delegates  strongly  urged  the  adop- 
tion of  the  single  gold  standard,  but  the  proposilioo  was  re- 
sisted by  the  French  delegates  and  wns  not  acted  upon.  The 
convention  putting  in  effect  the  decisions  reached  in  the  con- 
ference waa  adopted  on  December  33,  iS6j,  and  Greece  soon 
after  became  a  party  to  it.  A  mtmctary  conference  was  held  at 
Pari.i  in  connection  with  the  inleniational  exposition,  which 
recommendwl  the  adoption  of  the  gold  standard  by  the  coun- 
tries taking  part,  and  it  was  iu  pursuance  of  this  action  that 
the  French  government  concluded  the  prclintinary  conven- 
tion of  July  31, 1S67,  with  Austria,  establishing  a  fixed  rela- 
tion between  the  franc  and  the  gold  fiurin.* 

The  formation  of  the  Latin  Union,  so  generally  treated  to- 
day as  a  plan  to  maintain  bimetallism,  was,  in  the  language 
of  a  high  authority,  "  a  measure  of  defence  against  the  ac- 
tion of  the  bimetallic  system  in  those  countries  which  had 
adopted  the  monetary  s>'stem  of  France,  and  lay  exposed  to 
all  its  disastrous  fluctuations."  '  The  effect  of  the  action  of 
the  countric<;  forming  the  Unioti,  in  the  language  of  the 
French  monetary* commission  of  1867.  "places  in  the  front 
rank  gold  money,  and  reduces  the  pieces  of  siK-er  of  two 
francs  and  less  to  tlie  rAte  of  tc^cen  money.    It  therefore 


'  The  lotAl  c«Io«Ke  of  tllver  at  W<  ricndi  tavaK  in  1S63  wu  329,610 
irann  (^j.ooo).  nhilc  the  gold  coinigc  was  iio^jjo.&to  rrano(f4t,* 
000,00^  ne  largest  nlrer  coinage  Gioce  1&56  liod  been  8,66^569 
francs  la  1858,  and  the  largot  gold  Miaag«  703.697.790  £caDcs  iu  t^S9- 

•  Vide  Ch.  viU.  and  Ix. 

*  Sbavr,  190 
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inil€ly  delennities  the  asoctidency  of  the  gold  franc  and 
•iielves  practical  difficulties  arising  from  the  double  stand- 
ard." The  Latin  Union,  so  far  from  establishing  bimetal- 
lism, adopted  the  gold  franc  as  the  standurd  because  gold 
was  then  the  money  of  general  circulation  within  the  coun- 
tries of  the  Union.  The  mints  ootttinued  open  to  the  free 
coinage  of  both  metals,  but  silver  was  not  offered  on  private 
account  for  coinage  into  S\'e-franc  pieces  at  the  legal  ratio, 
Auy  more  than  gold  would  be  offered  at  the  present  day  in  a 
conntry  where  .silver  at  the  old  ratio  was  the  common  medium 
of  circulation. 

It  was  because  the  ratio  tilted  backwards  to  a  higher  bul- 
lion value  for  gold  and  a  declining  value  for  sih'cr  that  the 
aspect  of  the  monetary  problem  was  reversed  and  thnt  the 
j»arposc  of  the  I^tin  Union  has  come  to  be  misunderstood. 
The  members  of  the  union  from  the  outvrt,  howc\'er,  have 
done  no  more  than  seek  to  maintain  the  circulation  of  silver 
by  limiting  its  coinage.  Silver  first  dropped  below  par  in 
1867.  when  the  commercial  rntio  of  gold  to  silver  was  i  to 
15-57-  ^u'  '^  ^*"^  "<^^  until  1873.  when  the  quotation  was 
1  to  15.92,'  Ihal  it  began  to  be  noticed  Ihatanexcessi^-equan- 
tit>'  of  silver  was  being  minted  and  that  gold  was  disappear- 
ing from  circulation.  The  problem  was  complicated  by  the 
fact  that  France,  Italy,  and  Greece  were  under  the  rigime 
of  paper  money,  leaving  only  Belgium  and  Switzerland  in 
full  enjoyment  of  the  bimetallic  coinage  system.    The  latter 


*  The  statement  of  tbcse  diflcrcnca  iu  the  terms  of  the  ratio  make* 
Ibem  look  much  more  trifling  tbaii  Is  really  tbe  case.  Suted  in  tcnns 
ol  pcrccalage,  the  depreciation  of  silver  iu  1867  was  a  little  Icm  than 
oae<lii]f  of  one  p«r  rent.  (0.4s)  "nd  in  1873  wu  3.7pcrcenL  of  thcpflr 
valae.  Tbe  (depredation  in  1S73  was  OL97  per  cent.  It  is  inlcrpsting 
to  ootc  that  ttic  cliatiKca  prior  to  1S73  took  place,  «ai)  that  lliHr  efTect 
was  Tttible  in  the  bullion  offerini*  at  the  mints,  before  the  adoption 
of  tbe  gold  atAnilnrdin  German;'  or  tltet'nitpd  Slatoor  the  limiuiion 
of  coina}(e  by  tbe  I^tin  TTniou.  The  dcpreciAtlon  of  nearly  one  per 
emLio  iS73Wasi«ufFioient  lonfTonl  s  large  profilon  bullion  operations, 
in  view  of  the  fu^t  that  the  usual  clement  in  ancb  computatioiu — 
tbe  timceoasnintdin  cnmingintcrcit^didiiot  uccdiobc  considered. 
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couuto',  wirti  a  keen  appreciatioo  of  actual  coiiJitious. 
almost  entirely  suspciidcd  silver  coinage  and  received  her 
circulation  from  the  otlier  countries  of  the  union.'  The 
picsentfltioii  of  gold  for  coinage  at  the  French  mints  ceased 
during  1873  and  1873,  and  the  silver  coinage  was  36,838,369 
francs  in  the  former  and  156. 270, 160  francs  in  the  latter  year. 
The  mint  of  Belgium  was  besieged  by  the  owners  of  silver 
biillion  and  111,000,000  francs  in  five-franc  pieces  were 
coined  in  187J,  while  even  Italy,  though  on  a  paper  basis, 
coined  42,0(XJ,ocxi  Hres.  which  were  refused  acceptance  by 
the  Bauk  of  France.* 

The  hmitfltion  of  the  coinage  was  resorted  to  for  the  four 
years  ending  with  1877  as  the  only  means  of  averting  the 
single  silver  standard.  Conferences  were  lield  annually  and 
the  maximum  OMnage  of  five-franc  pieces  was  fixed  for  each 
countTj'.  The  aggregate  of  these  allowances  for  the  four 
years  w3S45,30o,oon  francs  for  Belgium,  316,000,000  francs 
for  France.  i8,ooo,ocxi  francs  for  Greece,  164,000.000  francs 
for  Italy,  and  28.800,000  francs  for  Switzerland.  Italy  was 
allowed  to  coin  39,000.000  francs  in  1878  and  1879.  00  condi- 
tion that  the  sum  should  be  retained  in  the  Bank  of  Italy  as 
a  metallic  reserve  against  the  circulating  paper  tnoocy. 
Silver  continued  to  fall  in  price  and  the  policj-  of  limitation 
was  succeeded  in  iS;8  by  the  policy  of  absolute  BUfipeoaion 
of  the  coinage  of  five-fraac  pieces.  The  monetary  nnion 
was  renewed  from  1878  to  January  t.  1886,  and  was  ex- 
tended  iu  1AH5  to  Januar>'  i,  t8gi,  since  when  it  lias 
been  proloaged  annually  by  mutual  afnxement.  Tlie  con- 
vention of  1SS5  not  only  bound  each  of  the  contracting 
parties  not  to  resume  tlie  coinage  of  five-frauc  pieces  without 
the  cooscnt  of  the  utuon,  but  provided  that  if  such  coinage 
should  be  resumed  Uie  coins  should  be  redeemable  by  the 
nation  coining  them  in  gold  on  demand,  and  that  if  stich 


'  He*  tintin  coinnge  of  fire-frwne  pi«*«,  Uvm  ihe  fiwl  linitmtioD 
U)  ibc  final  raapeaaioii  of  tUvcr  coiiuxc,  waa  otdy  7,978,000  fraaca 
{Ji,Soa^ott»).— llaupi,  85-86. 

'  Amuini,  197. 
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ndMnptioit  .shmild  be  refused  the  coins  migtit  be  refused  by 
the  public  tit;|xj^itaric5  of  the  oiber  parties  to  the  uiiiuii.' 

Il  n'u»  sticli  coudtlioas  wliicli  coufroiittxl  the  Bank  of 
Prance  wheu  it  prepared  to  resarae  specie  poymenls  in  1877 
witli  n  gold  rescn'e  of  1,202,400.000  fraiics  (f  232,000.000;  nnd 
a  silver  reserve  of  860.90a.ooo  francs  ($165,000,000).  The 
Bi'tuatioii  was  exactly  the  same  as  in  i860,  except  that  the 
]X»ition  of  the  two  metals  was  re%'er»ed.  The  bonk  found 
itself  well  stocked  with  the  more  valuable  metal,  but  re- 
strained from  using  il  for  redemption  purposes  because  of 
the  certainty  that  it  would  soon  be  drawn  away  and  scdd  as 
biillioti.  The  policy  was  sdopted,  nnd  has  been  steadily 
adhered  to,  of  redeeming  in  gold  or  silver  at  the  discretioa 
of  tlie  bank  and  charging  a  premium  for  goUI.  It  is  Inipos- 
ablc  to  obtain  gold  at  the  bank  in  the  quantity  desired  for 
exixirtattoii  and  it  ba.s  to  be  taken  from  the  domestic  drcu- 
lation.  This  means  of  protecting  its  gold  reserve  has  been 
treated  by  the  bank  in  some  measure  as  a  sniistitute  for  rais- 
ing  the  rate  of  di!«counl  in  a  monctarj'  pressure  and  while  it 
protects  the  gold  of  the  bank  it  has  none  of  the  advantage:^ 
upon  the  mtmey  market  which  follow  the  different  policy-  of  the 
Bank  of  England.  The  bullion  shippers  were  shrewd  enough 
■when  discount  was  low  and  gold  at  a  preaiiiim  in  1857,  to 
draw  gold  by  discounting  accommodation  bills  at  the  bank 
rate  of  four  per  cent,  and  selling  the  gold  for  the  premium 
for  exportation.  The  bank  prevents  this  under  its  present 
practice  by  paying  for  discouiiled  paper  in  silver,  which  is 
not  exportable  for  monetary  purposes.  The  result, — "to 
defend  the  reserve  of  thebankto  the  detriment  of  the  resen-e 
of  the  country,"  in  the  language  of  M.  Aniauni! — "  is  an 
error  which  may  have  melancholy  consequences."  ' 

The  exccs-sivc  quantity  of  silver  in  the  jcser\'C  of  the  bant 
has  contributed  in  a  measure  to  its  large  note  circulation. 
Tlie  bank  has  tried  to  force  silver  five-franc  pieces  into  cir- 


'  Foe  ibe  nrronKctDeats  reK*r()i<<K  "'*  Hciuidatton  In  gold  of  Ibe 
exccM  of  forcii^u  tilvcr  coina  in  Trance,  tct  Cluptcr  xi,  oadci  tltc 
lUak  of  IWI^iuin. 

'  I.A  M annate,  U  CrMil,  HU  Chang f^  397, 
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culatiou,  but  they  have  driflcd  as  steadily  back  upon  its 
hands  ns  standard  silver  dollnrs,  in  spite  of  the  effects  of 
Treasurer  Jordan,  drifted  back  into  the  Treasury  of  the 
United  States  in  1885  and  1886.     People  have  pTefeTTcd  to 
take  notes  resting  upon  the  security  of  both  the  gold  and 
ilver  in  the  bonle  reserves.     The  bank,  in  the  Language  of 
rka  eminent  Scotch  financier,  has  had  to  "  relieve  the  public 
of  ^50,000,000  of  silver,  which  was  cmncd.  and  was  in  ex- 
of  the  sil\-cr  required  for  the  purposes  of  the  peoi*le.*" 
le  government  proposed  the  removal  of  the  UniJt  on  circu- 
lation iu  1S84  atid  while  thi<i  was  refused,  the  maximum  was 
carri«l  up  by  tlie  law  of  January  30,  1884,  from  3,200,000.000 
IfVancs  to  3,joo.oc»,ooD  francs.      The  actual  circulation  at 
this  Lime  was  5,162.000,000  francs,  but  it  continae<l  to  rise 
in  response  to  the  demand  of  the  public  for  notes.     The  ex- 
cess of  notes  in  circulation  over  gold  and  silver  was  i,2io.- 
francs  in  1884  and  was  reduced  in  1S93  10695,000,000 
'(raacs,  while  the  circtUation  bad  ditubed  upwards  on  Jan- 
uary 13,  1893,  to  3,473,000,000  francs.     Another  extension 
the  legal  limit  was  demandeil  fur  the  accommodation  of 
smmercc  and  it  was  carried  upward  by  the  law  of  January 
35>  i893>  to  4.000,000,000  francs.' 

Tlie  fiuctuation<t  in  the  gold  and  silver  holdings  of  the 
Bank  of  France  are  in  some  degree  an  e}»tome  of  its  histor}-. 
lid  wad  scarcely  a  factor  during  the  years  before  the  di»- 
^covct)'  of  the  Califomiao  and  Australian  mines,  but  afler 
185J  it  mpidly  expelled  silver  from  the  vaults  until  the  bank 
Io«ik  measures  to  reserve  what  was  then  the  more  valuable 
metal.  The  swing  of  the  ratio  backward  iu  favor  of  gold  in 
1867  was  followed  by  accumulalious  of  silver  which  have  not 
Jdtiwn  "Ui  I  lie  gold  because  of  the  option  which  the  bank 
exercised  in  pay  in  either  metal.  The  figures  for  repre- 
Itivc  years,  iu  francs,  are  as  follows : 


*  Mr.  Chvtn  (talnlncf .  nusagti  of  the  Unton  Bask  oT  Scotland, 
Uk   ltt>!iui  Curreiicy  Cooitnittee.     3ea.  Sllac.  Doc  33,  j^ 
,MSe*>..  1.^0. 
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TMAM. 

catA. 

MLvnu 

UtdlHM 

MiniBun 

UkaioKin 

MUlniuB 

l8ti 

SI, 714.000 

■8,3or,ooo 

i05.«3i.ooo 

91,338.000 

iSao 

SI, 817,000 

93,4S3,000 

167,379,000 

136.^95.000 

1830 

1,700,000 

171,600,000 

tO9,SO0.O0O 
185,000.000 

IS40 

96.70o.(jua 

lO.OOO.OOO 

a35.ooo.OOO 

iSso 

gq.aoo,ooo 
60.800.00a 

5,500.000 

339."»,00O 

990.700.00a 

iSsa 

63.QOO.OOO 

447,000,000 

34Q.7CO.OOO 

iBsS 

■  71,000,000 

92,400,000 

35.000,000 

»»S7 

9S. 900. 000 

36,5Uo,txiD 

3S4oo,uoo 

25,300,000 

1660 

a3*.300.ooo 

97.400.oow 

335,100.000 

969,000,000 

1865 

3<)i,aou.ooo 

9l5.90i>,ooo 

149,800,000 

93,900,  ooc 

308,800,000 

18A8 

S  77.100.000 

6iy3.4oa,coo 

477.JOO.O00 

1S70 

739.300.000 
1,170,100,000 

433.700.000 

57a  600,000 

509.700,000 

70.900,000 

1875 

1.004.300.000 

309.300.000 

'Xg 

I.S  56,500,  WD 

1. 304.100,000 

866.700,000 

637.100.000 

8 16. 900,000 

*  3^,400,000 

1,383,500,000 

1,313,000,000 

iS&s 

l.iTJ.Soo.ouw 

VJS.SWO.wx) 

1,106.100.000 

1,034,400.000 

lRw> 

1,390,900,000 

1,114.300,000 

1,976,900,000 

1,339,100,000 
1,348,500,000 

TS^a 

1,703,300.000 

t, 336, 300,000 

[,399,000,000 

1.385.500,000 

1*93 

1,790.900.000 

'.537.3'*>,"oo 

1.147.900,000 

ia<M 

■.o6i.soo.oon 

1 ,605.500.000 

1.583.100.000 

t.  3  37. 400.000 

The  most  important  functions  of  the  Bank  of  France  relate 
to  the  inonetar>*  circulation.  The  volume  of  commercial  (li»- 
couuls  has,  however,  grown  to  considerable  proportions  of 
late  years  and  has  inclmJcd  the  rcdiscounling  of  very  rai- 
itttte  pieces  of  coiuuiercial  paper  presented  by  the  discount 
banks  of  Paris.  The  number  of  pieces  discounted  by  the 
central  bank  in  1894  wns  5.805.774,  and  of  these  3,188.957 
pieces  were  ion  100  francs  (S20)  or  less,  and  more  than  half 
of  these  were  below  50  francs.  The  number  of  pieces  of  100 
francs  or  less  in  1881  was  i,!&o,4r}5,  and  in  18S5  1,590,839. 
The  bank  has  snfiered  in  the  volume  of  its  disconnts  from 
the  competition  of  banking  companies  of  more  compact  or- 
ganization and  with  fewer  public  rcspunsibilitics,  which  have 
kept  tlieir  di.scouiit  mtes  more  closely  ia  harmony  with  those 
of  the  money  market.    The  rate  of  discount  at  the  bonk' 

'  U-  KcrniATck  soggnts  that  th«  bank  should,  upon  the  renews]  of 
Iti  cbarler,  tw  lutlioilxcd  lo  lend  at  IcM  than  tbe  oHidal  nite  on  lli« 
hr«t  pspvr,  %,%  u  done  t>y  the  fiank  of  England.  By  adbering  ani- 
rormly  to  ttic  offiriftl  mtc,  tic  alines,  the  bank  drives  llic  firaKlsM 
pMper  Kpopier  dt  choix)  to  oUier  leaders  snd  gets  only  tbat  of  inferior 
<]ulil]'  — /J«  UfHouKllftHfni  du  Prii-ilfgf,  lo-ti. 
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was  for  many  years  kept  at  four  per  cent.,  In  defiance  of  the 
rales  in  other  coiiutrics  nnd  outside  the  bank,  aad  even  at 
present  w  less  often  changed  than  in  other  large  banks. 
The  rate  fixed  on  May  19,  1S92,— two  and  a  half  per  cent, 
for  commercial  discounts  and  three  and  a  half  per  cenL 
for  advances  on  securities — remained  for  nearly  three  years 
uochanji^ed,  and  was  only  rednced  to  two  and  three  per  ctaiL 
on  March  14,  1895.  This  was  still  the  rate  at  Die  be£iuuiag 
of  1896. 

The  fact  that  tlie  bank's  most  important  function*  rehite 
to  the  circulation  may  be  deduced  from  the  figures  of  its 
transactions.  The  circulation  exceeds  by  more  than  three 
times  the  discounts  and  advances,  and  the  metallic  reserve  is 
many  times  the  entire  liability  on  account  of  deposits.  The 
circulation  on  January  2,  1896,  was  3.647.097.410  francs. 
The  commcraal  discounts  at  Paris  were  346.394.931  franca 
and  at  the  branches  503.356,005  francs.  The  advances  on 
securities  at  Paris  were  182,603,486  francs  and  at  tlic  bruncheK 
201.936,317  francs.  Discounts  have  fallen  otf  somewhat 
during  the  past  two  years,  because  the  bank  rate  has  been 
higher  than  that  of  I^idnn  and  of  otlicr  money  lenders, 
but  the  commercial  discounts  at  Uie  central  bank  and 
branches  were  only  681,000.000  francs  on  Januai^-^.  1*94, 
and  reached  the  temporarj-  elevation  of  9S3.ooo,ouo  francs 
on  April  26th,  only  because  of  the  negotiation  of  an  important 
loan  by  the  City  of  Paris.'  If  discounts  are  rdatively  small, 
deposits  arc  .slill  smaller,  and  if  they  arc  of  minor  import- 
mice  at  Paris,  they  are  iusignificHiit  at  the  branches.  The 
deposits  at  Paris  on  January  z,  1896,  were  562,259,304 
francs  ($107,000,000)  and  at  nil  the  branches  90.041,157 
francs  C$17,000,000).  The  discounts  given  in  the  following 
table  of  the  principal  items  of  the  link's  accounts,  from  the 
ofhcial  reports  to  the  government,  represent  the  aggregate 
of  the  bills  disconnled  during  Uie  year  rather  than  the 
amount  outstanding  on  any  given  date  : 


'  lUffiloTkll,  L^MareJU  /fma»eitren  tS^f-fS,  »i- 
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<1b  ■Ulau  •(  fnMi) 


i&ts 

9M.e 

«7I.« 

».»9-3 

4.00 

iM 

MT-« 

176.3 

I.J37-4 

4.00 

l8}9 

49«-; 

4JJ.8 

1,171,0 

4.00 

'•i$ 

*M44 

540.5 

3.7«5.» 

4-44 

tWin 

7A4 

S'35 

*9fi4-7 

3.63 

fB6s 

84J-8 

439.6 

6,oyi.a 

3.73 

1670 

i.5'*-4 

1.130.7 

6.637.J 

3W 

187$ 

3.4&>tq 

I.S4I.I 

6.836.7 

4.00 

tSSo 

3,311.4 

i.fl74-4 

8.6<]6.a 

S.81 

iMs 

3,391.6 

a.iSO.7 

9.3J0.I 

3.00 

ttl^o 

j.076,6 

8,476.7 

9-549.7 

).«> 

tHs 

3.186.3 

».:*s.3 

8.4" 5.7 

1.50 

tfaj 

3.4»3-o 

a.S9S-3 

8.933.9 

3.50 

»>« 

3.49S-0 

3.H7.7 

8.735,6 

3.50 

»»9S' 

3^49 

3,n>9.g 

s.oo 

The  Bauk  of  France  enjoys  the  advantage  of  an  owner- 
ship and  credit  tndviwndvnt  of  that  of  the  government,  in 
spite  of  the  close  official  supen'isioii  which  is  exercised  over 
it.  This  Bnanctal  independence  proved  a.s  useful  to  the 
country  midst  national  disasters  and  clutnges  of  government 
in  [870-71  as  dependence  upon  the  government  proved 
dangerous  during  the  similar  changes  of  1814-15.  The  banlc 
was  able  to  aswst  the  government  by  advances  when  its  own 
arms  were  paralyzed.*  None  of  the  182.500.000  francs  of 
the  bank  capitnl  are  owned  by  the  Swie.  but  the  govemmcot 
•dtice  1806  has  had  a  share  in  the  management  through  the 
appointment  of  the  governor  and  two  deputy  gov-emors, 
removable  at  the  will  of  the  Minister  of  Finance.  The  banlc 
receives  the  public  monies  on  deposit  and  performs  other 
public  services  free  of  charge,  but  does  not  act  as  an  agent 
of  the  Slate  to  the  same  extent  as  many  other  European 
banks.  The  Treasury  is  entitled  to  an  advance  of  140.000,- 
000  francs  (JaS.ooo.ooo)  and  receives  the  proceeds  of  a  stamp 
duty  on  the  notes  and  a  tax  of  four  per  cent,  on  dividends. 
The  proceeds  of  these  taxes  in   1894  were  about  2,500.000 

'  Ai-tUAl  ci>a<ltUoH,  IJectmlKf  aStli. 

*  Soel,  I.,  340.  M.  Tbiera  sumninl  up  nnc  of  tbc  IcMtoit.t  of  eotind 
bauktag  in  a  Rcnlpnce  :  "The  bank  uvcd  it>i  iKrcauw  it  nu  not  a 
bank  of  state.'* 
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francs  ($500,000).  There  is  no  division  of  profits  with  the 
govennDcnt,  but  thtsha^  been  repeatedly  proposed  tuconnec- 
tion  with  r«-chart«r.  The  requirement  that  the  bank  shall 
maintain  a  brniicli  iti  each  department  has  uovr  been  com- 
plied with,  and  nincty-fonr  branches,  thtrt>*-cight  auxiliary 
bureaus,  and  116  other  bankiug  oSices  are  iu  operation. 
£ach  branch  is  under  the  charge  of  a  director  appointed  by 
the  govemoient  upon  the  nomination  of  the  governor  of  the 
bank. 

The  go\-eniing  board  of  the  bank  is  a  general  council, 
which  con^sts  of  6neen  regents  and  three  inspectors  or 
auditors  (,eensetirs).  The  members  are  elected  at  a  general 
meeting  of  the  stockholders,  but  three  of  the  regents  must 
be  selected  from  the  trcasiirj-  disbursing  agents,  and  three 
inspectors  and  five  regents  must  be  chosen  from  among  the 
business  portion  of  the  shareholderH, '  The  only  share- 
holders entitled  to  participate  in  the  annual  meetings  in 
Jannarj'  arc  the  two  hundred  who  hold  the  largest  number 
of  shares,  and  at  the  present  value  of  the  shares  no  share- 
holder worth  much  less  than  500,000  fmncs  ($100,000")  is  able 
to  participate.'  A  fiiU  Matemcnt  of  operations  is  furnished  by 
the  hank  to  tlie  government  every  !nx  montlis  and  a  balance 
sheet  is  publii>bed  in  the  official  journal  every  Friday.  The 
expenses  of  the  central  bank  fur  1894  were  7,464.600  francs 
and  of  the  branche-s  6,531,100  francs.  Transportation  and 
other  general  expenses  of  2.447.S22  francs  raised  the  total 
to  16.433,522  francs  {$3,200,000).  Fifteen  branches  allowed 
an  excess  of  cost  over  net  earnings  in  18^4  amounting  to 
156,831  francs  (^1,000).    The  number  of  employees  of  the 


'  /^/f  elSlatuts.  Art.  9,  kii  du  w  Awil.  1806. 

'Ncymarck,  tj.  This  provisioti  bai  been  the  mbject  of  nncli 
ditlcirai  tncomnrctioa  wttfa  tbc  rcDewaloribecbartcTandit  bns  been 
pointed  ont  ttiit  tbe  bank  is  tbe  only  ooe  oT  ttie  ^reat  Buropnu 
itmlilution*  wfaere  the  uuiaber  eatitled  to  vole  in  the  general  ine^- 
inx*  of  lhcsbarcliolderaf»lliasdifin[lely  litniteil.  A  aiiniinuin  num- 
ber of  shares  istheamalqiialificatioti.  h«ing  only  one  in  tbelnpKrial 
Bonk  ofCvnnany,  five  in  IloUuatl  nutl  Scnin,  ten  in  UclKium.  fifteen 
in  lUly,  twealy  ia  Auatria-Uuugiy,  aud fifty  in  Spaia.— Noel.  I.,  izi. 
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central  bank  in  1894  was  1074  and  of  the  branches  1358, 
The  dividends  distributed  in  1894  were  117.7  francs  per 
share,  iucludlog  the  impost  of  4.7  francs.  The  highest 
diwdend  paid  was  350  francs  in  1873.  This  was  35  percent. 
of  the  par  value  of  the  shares,  but  only  S.09  per  cent,  on  the 
market  value,  which  was  about  4370  francs.  The  value  of 
the  shares  on  December  31,  1894,  was  3&00  francs. 

The  Bank  of  France  may  be  coufrooted  in  the  immediate 
future  with  a  struggle  for  existence.  The  renewal  of  the 
chnrter  was  proposed  in  1S91,  but  the  opposition  was  so 
strone  in  the  Chambers  that  the  bill  for  the  purpose  was 
withdrawn  by  the  ministry  for  fear  of  defeat.  Two  potent 
influences  are  arrayed  against  the  teiiewal  of  the  monopoly 
of  note  issues  by  the  bank  under  the  terms  of  the  existing 
charter.  On  one  side  stand  the  classical  political  economists, 
who  believe  in  the  theor>*  of  free  banking  and  poiut  to  the 
success  of  the  departmental  banks  before  1848  and  the  develop- 
ment of  the  Scotch  and  American  systems,  in  support  of  tlic 
policj-  of  diffusing  ageucies  of  credit  and  of  note  issue 
throughout  the  countr>'.  On  the  oUicr  side  stand  the  sodal- 
ists,  who  believe  tbnt  the  bank  .should  be  turned  into  a 
great  machine  for  scattering  paper  richcM  among  the  people 
in  the  fonn  of  pensions  and  insurance,  in  payment  for  public 
works,  and  in  the  purchase  of  the  instruments  of  transporta- 
tion and  communication  by  tlie  State.  The  close  of  the  year 
1897  will  witness  the  expiration  of  the  chatter,  unless  legisla- 
tion is  enacted  in  the  meantime  to  extend  it.  It  is  possible 
that  the  government  will  exercise  the  executive  power  of 
prolonging  the  charter  for  a  year  or  two,  as  has  already  been 
done  in  the  case  of  some  of  the  colonial  banks  whose  char- 
ters expired  in  1894. 


CHAPTER  rV. 
FIRST  CBNTURV  OF  THE  BAXK  OP    BNOLAXD. 

Tbc  Economic  sad  Finandsl  Cooditiona  Out  of  Wbicb  tbe  Bank 
Crew—Early  DidicuUiei  ami  the  Fimt  Stupetutlon  of  Specie  Pav* 
idcdU — Tlic  I,oaiu  o£  tlic  Napoleonic  Wan  and  the  Kcsuiciiaii 
of  1797— Pitt's  Enonuom  DrafU  upon  the  Baok. 


THE  Batik  of  Etigland,  like  many  of  the  Contiucntal 
batiks,  had  its  origin  in  tlie  needs  of  tlie  State.  The 
iti-stitulion  which  resulted  has  been  several  times  the 
victim  of  the  monetary  necessities  of  the  govenimeiit,  but 
has  not  been  dragged  quite  so  persistently  as  the  banks 
of  Italy,  Austria,  and  Ku&sia  through  the  mireof  depreciated 
luoiiey  aud  forced  legal  lender.  The  Bank  of  England  has 
come  to  enjoy,  by  a  scries  of  chaiiRcs  in  ihclaw,  the  Mtbntan- 
tial  mouopoly  of  note  issue  in  England  and  Wales,  and  bos 
proved  one  of  the  strongest  baokiug  institutions  of  the  wtu-Id. 
The  note  circulation,  since  the  Act  of  1844,  is  based  wholly 
upon  securities  and  deposits  of  ctnn  and  bullion.  The  rigidity 
of  the  English  system,  by  which  expansion  is  prevented  to 
meet  changing  conditions  of  busines.s,  has  received  the  con- 
demnation of  most  students  of  political  economy,  bnl  this  has 
not  kept  it  from  becoming  to  sinne  extent  the  model  of 
national  banks  of  later  foundation  on  tlie  Continent  of 
Europe.  The  defects  of  the  English  system  of  note  issues 
arc  those  which  are  most  apparentin  a  country  where  deposit 
banking  is  in  its  infancy.  They  are  less  obvious  mid  oppres- 
sive in  England  than  they  woold  otherwise  be  because  of 
her  smnll  nrea,  the  wide  use  of  credit  instrutncnis  and  I3)e 
closely-knit  commercial  relations  of  her  people. 
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The  erealioD  of  the  Bank  of  Eugland  is  iiivolvcd  with 
berth  tlie  political  aiid  fiscal  history  of  the  dasc  of  the  seven- 
teenth century.  England  was  behind  Italy  and  Holland  in  •• 
the  development  of  tlie  mechanism  of  modern  commerce,  aiid 
llie  (iroposilion  to.  establish  a  banking  system  un^i  sharply 
resisted  by  Gerard  Malync^i.  who  publiKhcd  in  1601  a 
Tt(ittis€o/ the  Canker  tjf  Etigiand' s  Commomveallh .  Malynes 
dcsctibod  the  Continental  method  of  banking  with  a  fairvcsa 
and  precision  which  enable  il-s  leading  fealures  to  lie  readily 
understood,  in  spite  of  his  opinion  that  payments  by  the 
banks  by  transfers  npon  their  books  were  "almost  or  rather 
aHofiether  imaginative  or  fi^nrative."  '  Eiiglish  merchants 
detHisiled  their  cash  for  a  lime  in  London  Tower,  bnt  ^120,-  *^ 
000  was  seized  by  Charles  I.,  in  1640.  and  only  repaid  after 
violent  protests  and  long  delay.*  The  goldsmiths  then  be- 
come the  bankers  for  the  community  and  paid  iuterc:it  for 
the  money  left  in  their  custody.  There  was  much  opposition 
to  the  new  system  at  first  and.  strange  to  &ay.  one  of  the 
last  lo  adhere  to  the  old  method  of  keeping  his  cash  in  a 
strong  box  ai  home  was  Sir  Dudley  Xurth,  one  of  the  most 
progressive  thinkers  on  pohlical  economy  of  his  time.  As 
Maciulay  graphically  recounts  North's  experience,  "  He 
funnd  tliat  he  could  not  go  on  Change  without  being  fol- 
lonxd  around  the  piazza  by  guldsmithd,  who,  with  low  bows, 
begged  to  have  the  honor  of  serving  htm.  He  lost  his 
temper  when  his  friends  asked  where  he  kept  his  cash. 
'When:  should  I  keep  it,*  he  asked,  'but  In  my  own 
house?"" 

While  comrac-rce  was  coming  to  feel  more  and  more  \ht^ 
need  of  a  Ixinking  institution,  the  government  was  also  feel- 
ing the  necessity  of  some  method  of  raising  money  beyond 
the  precarious  plan  of  sending  agents  to  indivitlual  mer- 
chants to  see  what  they  would  lend.  The  historic  legend 
that  King  James  I.  attemptixl  nut  of  a  sjarit  of  pure  wanton- 
ness to  le\-y  excessive  aud  unusual  taxes  upon  the  people  of 

'  Cuuoinglum.  H-,  9S. 

'  Macl-««1,  Theory  and  Prariicr  0/ Banting,  L,  435. 
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EnsrlAtid  is  not  fully  bome  out  by  the  £acts.  Tbe  method 
of  taxation  which  lie  sought  to  iutrcxluce  was  simply  a  phase 
of  tbe  traunition  from  feudal  lo  modern  methods  of  carrying 
on  jniblic  aOairs.  A&  a  careful  student  of  the  economic  hi»- 
l0T>-  of  England  puts  it : 

According  to  Ancieot  nsage  the  King  bad  been  able  to  lire  of  hit 
own,  and  bad  re«o(me  to  I^rliatnent  in  emeTj(eiict<9.  Th«  chief 
problem  of  the  tcvnitccnth  century  was  to  find  m  Murcc  of  rerraae 
■bleb  would  >u[iply  s  regular  iticouie,  that  tuigbt  adequatrljr  corre- 
•pond  to  tbe  iucrc«seil  rttpoufibilitirA  of  govcmment  in  tbe»«  mon 
inoikin  tinies.  Tbe  Gnt  altempt  to  do  ibis  was  is  the  Gicnt  Con- 
tract, pnypoeed  to  Ibe  PailUmeDt  in  1610 ;  by  tbis  James  prapowd  to 
reliii<litlib  all  Ibe  occuiociAl  paymeDU  from  r^ndnl  teaorc*,  iii  retara 
for  a  rcgidar  lucotnc  of  /'loo.ooo  to  be  derived  from  parUuuentan' 
aupplie*. 

As  tlib  bargain  broke  down,  James  was  a  cooMdcnblc  euflcicr; 
Charles  I.,  to  whom  Tuunagc  and  Foondage  were  not  voted  for  lUe, 
was  leR  in  a  position  of  direct  dependence  on  pBrliantenmry  grant*, 
and  be  did  ooi  conceal  bis  rcseutmcut.  Duriug  boib  of  these  rctcna 
every  effort  wo*  made  to  lectue  tuppliea  from  extra-parlianienlary 
>onrce« ;  while  tbe  Cotiinious,  wbo  were  ea|;erly  auzious  to  assert 
their  ponition  and  exercix  a  real  rontrol  over  the  foreijcn  as  wcU  as 
tbe  domestic  policy  of  tbe  realtn,  were  always  on  the  alert  to  tbwart 
tboe  altempta, ' 

The  parliamentary'  party  succeeded  in  organizing  a  system 
of  taxation  by  means  of  customs  duties,  monthly  lc\-ics  upon 
real  estate  and  exct^^  ou  intenial  trade,  which  continued  in 
fttll  force  after  the  restoration  of  the  Stuarts.  These  taxes 
laid  the  foundation  of  the  modem  method  of  defraying  the 
expenses  of  govcmnieut,  but  they  were  inadequate  for  many 
extra  expenses  and  for  carrying  on  the  wars  in  which 
Charles  II.  and  William  III.  found  themselpes  involved. 
Charles  II.  turned  for  n.'^iRtancc  to  the  gold.tmitlis.  But  his 
rapacity  soon  outran  his  borrowing  capacity,  and  he  gave  a 
violent  sliork  to  credit  by  a  ]>roclamation  of  January'  2,  1673, 
refusing  payment  out  of  the  Exchequer  of  money  Bd^'aoced 
and  swjiiestniting  /^t,32S,526  to  his  own  use.  The  money, 
although  leol  by  the  goldsmiths  to  the  Kiug,  was  tbe  pn>p- 

>  CunnlDgtuni,  IL,  115. 
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cTty  of  some  to.ooo  depositors  and  its  loss  spreod  niiii  nnd 
sufltrriag  tbroDghout  London.  A  long  coufm:  of  liligation 
cu&uvd,  which  fioally  ende^l  in  the  reign  of  William  by  the 
consolidation  of  the  indeblc<lne*s  with  other  poitionn  of  the 
permaDcmt  nntioiml  debt.'  This  conduct  on  the  part  of  the 
Stnatt  King  made  the  people  and  the  bankers  cautioaa 
about  loaning  to  tlic  gowriiinrnt.  ntid  William  III,  wa.<i 
driven  to  desperate  expedients  to  obtain  revenue  to  carry 
OD  the  war  with  France.  A  poll  tax  was  iniposed,  stamp 
dntte>  were  levied  which  have  never  been  enlirely  repealed. 
and  cnommiis  pn/cs,  in  the  form  of  annuttiv:^  on  the  ton- 
tine plan,  were  offered  to  those  who  would  lend  to  tlie  State. 

A  plan  was  presented  to  the  Cuinrailtec  of  the  House  of 
Commons,  while  they  were  considering  the  claims  of  the 
goldsmiths  in  the  antnmn  of  1691.  which  contained  the 
Seims  of  the  organi^alioit  of  the  Bank  of  England.  William 
Paterson,  himself  an  obscure  Scotchman,  but  supported  by 
several  wealthy  I^ndon  merchants,  offered  to  advance 
jfi.ooo.ooo  to  the  government  on  condition  of  receiving 
j£65,ooo  a  year  as  interest  and  the  costs  of  management  and 
anthority  to  issue  bills  which  should  be  legal  tender.  The 
government  refused  to  give  forced  currency  to  the  bills  and 
the  matter  fell  through  until  1694.  Montague,  the  ingenious 
and  enterprising  minister  of  William,  tlien  sent  for  Paterson 
and  requested  him  to  organize  a  plan.  The  new  project 
contemplated  a  loan  of  ;^2.ooo,ooo  to  the  govennnent  at 
SCT-en  per  cent.,  but  the  mini3lr>-.  who  were  accustomed  to 
discounts  and  commissinns  of  forty  per  cent,  on  short  loans, 
could  not  be  ni.ide  to  believe  that  a  loan  with  no  fixed  date 
of  maturity  could  be  floated  at  such  a  low  rale.  The  gov- 
ernment turned  to  other  plaus,  but  Paterson  jjerse\'ered  and 
presently  obtained  tlic  help  of  J!r.  Michael  Codfrey,  who 
carried  the  scheme  to  a  successful  conclusion.  It  was  put 
in  de6nite  shape  by  Moutagne  and  was  saddled  upon  the 
Ways  and  Means  bill  (Statutes  1694.  ch.  2o>.  in  a  form 
vrhich  would  be  characterized  in  modem  legislation  a% 
"fl  rider." 

'  HfteL«od,  TSeory  and  PnttHtt  ofBankins,  I.,  441-44- 
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"The  Govemor  and  Company  of  Ihe  Bank  of  England  " 
was  tlie  official  designation  of  the  new  bank,  but  it  was 
called  b>'  its  enemies  the  Tonnage  Bank,  because  the  bill 
levied  orriaiu  tonnage  due*  as  well  as  customs  and  other 
taxes.  The  necessity  of  aioney  ^vaa  so  great  that  the  bill 
passed  without  a  division  iu  the  Commons,  and  in  a  very 
thin  house.  There  was  some  opposilion  in  the  House  of 
Lords,  and  much  critictsin  of  the  action  of  the  Commons  iu 
attaching  the  pro\'i3ioii3  for  the  bank  to  a  tax  bill.  It  was 
alrc-ady  May,  according  to  the  new  style,  when  the  final 
struggle  occurred,  and  the  dfbate  of  the  last  day  continued 
from  nine  in  the  muniiug  till  nix  in  the  evening.  It  was 
proposed  to  strike  out  all  the  clauses  relating  to  the  bank, 
but  its  defenders  suggested  that  this  wouhl  be  to  )n\'ite  a  con- 
test with  the  Commons  over  the  old  political  issue,  whether 
the  Lords  had  the  right  to  amend  a  moiiej'  biU.  This 
argument  prevailed,  the  amendment  was  rejected,  thirty- 
one  votes  in  its  favor  to  forty-three  in  the  negulivc,  and  a 
/few  hours  later  the  bill '  received  the  royal  assent  and  Parlia- 
ment wBsproFogued. 

The  new  bank  was  to  be  organized  upon  the  loan  by  the 
stockholdera  of /1.200.00a  ($6,000,000)"  to  the  government, 
and  was  authonzcd  to  issue  notes,  to  deal  in  bullion  and 
commereialhillsnndtoniakendvanceson  merchandise.  Sub- 
scriptions were  opened  on  Thursday,  June  aist,  in  the  Mer- 
cer's Chapel,  and  oiie-tjuartcr  of  the  capital  was  subscribed 
the  first  day,  Half  was  subscribed  within  three  days,  and 
by  Mouday  noon.  July  3d,  the  entire  suliiscription  was  com- 
pleted. Among  the  subscriht-rs  were  Sir  John  Houblon.  the 
first  Go>'enior,  who  was  dc-fcciiclcd  from  a  Flemish  icfugec  ; 

*  Tlir  dote  was  April  34,  tj^  old  etyit ;  Hay  4.  sew  i/iylt.  The 
(laics  ben  given  art  from  the  conlemporsry  Tvconla  ktiil  are  old  »tyle. 

'  TTic  vuluc  of  the  Kncltnh  pouml  st^rliaf;  i»  »o  Keoenlly  known 
thjil  1  bavc  imt  Uioiight  it  neccuart-  id  this  and  the  following  chapter 
le  give  thr  equivnlvnu  in  I'nllnl  Stales  money  for  ilie  sums  natned. 
Tlie  value  <if  the  t>outid  atcrliuK  as  nrportcd  b;  the  Director  of  the 
Utat  oftbe  UnHctf  State*  (■  J4-966S.  Imt  faribe  purpow  of  cotnpoting 
tonnd  fignra  it  onatljr  taken  at  f  j-oa 
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Michael  Godfrey,  one  of  the  most  active  organizers  of  the 
biuik  and  tlie  first  Deputy  Goveraor ;  Queen  Mar>' ;  the 
Duke  of  Irfcds,  the  Duke  of  Deyoushire,  the  Karl  of  Port- 
lond,  the  Countess  of  Cariisle,  Lord  Godolphin,  Lady  Ann 
Mason,  Sir  Stephen  Vox.,  and  Sir  John  Trenchard.  The 
new  bank  began  the  discharge  of  its  pledges  to  the  govern- 
mcnt  by  jxiyiiig  into  the  Exchequer  ^112,000  in  bank-bills, 
««al«d  ^vilh  tlie  seal  of  their  corporation,  which  bore  the 
figure  of  Britannia  sitting  on  a  bank  of  money.'  Tbe  busi* 
nesa  of  tbe  bank  was  described  by  Crodfrey,  wlio  vrrote  a 
tract  in  its  .support,  as  follows  : 

Tfacy  Itnd  money  cm  mortgaKrs  ■nd  real  jcmrilies  at  five  per  cent, 
per  annum,  if  tlie  titles  of  land  were  made  more  secure,  money 
would  be  lent  on  Innd  At  four  per  c«ttt.  per  Aiinuni,  and  in  llm«  of 
pence  at  tktce  per  ceul.  Foreign  bills  of  cxt-liaugc  arc  discounted 
ut  four  And  n-half  per  <'ent.  ;  inland  Iiilts  anil  tiotc«  for  delittat  siz 
per  cent.  They  who  keep  their  cash  in  the  hank  have  the  liret  of 
tfaeac  discounted  at  Ihtce  per  rent.,  and  the  other  nt  four  aaA  ■•half. 
Uoner  ia  lent  on  p«wna  of  snch  coinnioditiea  as  are  not  perisbablc  at 
five  per  cent.,  and  on  tbe  Fund  of  the  City  of  London  Oiphaxu  at  five 
per  cent.' 

The  stock  of  the  bank  was  at  par  on  December  13,  1695, 
little  more  than  a  year  after  it  began  actual  aperalion,  but  > 
within  the  next  two  years  it  bad  to  deal  with  a  combination 
of  difficulties  which  cau^  the  suspension  of  :^-cie  pay- 
ments, and  required  all  the  courage  and  ability  of  the 
directors  to  surtnount,  The  bank  was  essentially  a  Whig 
institntion  and  a  reprejientative  of  the  connnerdal  interests 
of  London  :  and  it  encountered  the  sajue  sort  of  jealous 
hostility  from  the  landed  interest  which  has  prevailed  in 
tnore  recent  times  •gainst  the  moneyed  interests  of  "Wall 
Street  ■■  and  "  Lombard  Strwt."  The  fate  of  the  bank  wxs 
so  closely  bound  up  with  that  of  llie  Revolution arj-  govern- 
ment that  it  was  compelled  to  lend  its  support  on  all  occa- 
noos  of  emergency,  or  run  the  risk  of  seeing  the  entire  debt  ' 
doe  by  the  government  rcpiultatcd  by  the  restoration  of  the 

*  Itogcn,  The  firsi  Kme  ye«n  ef  the  Bank  of  England,  j. 
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Stuaits.  The  Bank,  in  the  forcible  language  of  Macaulay, 
"  Was  Whig  not  accidentally,  but  necessarily.  It  must  have 
L/'instsutly  stopped  payment  if  it  had  ceased  to  receive  the 
interest  on  the  sum  which  it  bad  nd\*aiiced  to  the  goyem- 
raeut :  aiid  of  that  interest  James  woiild  not  have  paid  one 
lartbitig'."  Mr.  Bagchot  declares  that  without  tlic  aid  of  the 
bank : 

Our  national  debt  coulil  not  hjive  bmi  tKnTowcd  ;  luid  If  we  bnd 
Dot  becD  able  to  raUe  that  tnontr}-  ire  Bttould  hAve  b«cn  conquered  b^ 
PraDce  nnd  compelled  to  take  back  James  IT.  And  for  nuiuy  Tcnn 
■ftenrards.  Die  exiiteiMe  of  ibat  debt  was  a  iQaio  tcasoo  whj  the 
tiidiiAlrial  cloMieit  never  would  thiuk  of  rccttlling  the  Pretender  or 
of  npsettiax  the  Revolation  settleincat :  the  "  fuodholdcT  "  b  alwajrs 
considered  in  the  boolu  of  Ibnt  time  as  opposed  to  bi<  "  legittuuite  " 

OOTCIci]^.' 

The  political  enemies  of  the  bank  were  supported  by  the 
goldsmiths  and  other  financial  men  whose  monopoly  of 
money  lending  was  assailed  by  the  new  institution.  The 
managers  of  the  bank  enjo>-ed  from  the  outset  three  privi- 
leges which  gax"e  them  an  immense  superiority  over  all 
competitors  and  enabled  them  to  reduce  the  charges  for  bank- 
\.  ing.  They  recdvcd  the  government  balances;  thcyenjojtd 
ly  alone  the  privilege  of  limited  liability,  by  which  the  share- 
holders were  liable  for  the  debts  of  the  bank  only  to  the 
amount  of  their  jiive^lmeiil  and  not  for  its  entire  liability  ; 
and  they  were  able  to  loan  money  in  excess  of  their  deposits 
by  reason  of  the  circulating  notes  they  were  allowed  to  issue 
against  the  government  debt.  The  goldsmiths  were  able  to 
do  only  the  bu)<ines<t  of  deposit  banking,  and  were  supposed 
to  lend  only  coin,  or  credit  fur  which  they  held  coin  in  their 
vaults.*  The  gotdsmilha.  therefore,  undoubtedly  felt  justi- 
fied by  reasons  of  self-preservation  in  lending  their  support 
to  any  plan  which  would  break  down  their  powerful  rii-al. 
Snch  a  plan  was  presented  in  the  scheme  of  a  Land  Bauk 
which  was  brought  before  Parliamcutby  Hugh  Cbambcrlaiu 
In  1695. 

'  Lomharvt  Stmt.  Works,  V.,  &(. 
*  Cutwrngliani.  II..  396. 
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Ch.imberlajn's  scheme  was  to  is^iue  notes  upon  landed 
property  to  one  hundred  times  the  annual  rental,  lend  tlie 
notes  to  the  owner  of  tlic  laud,  aud  in  some  tuicxplained 
way  ftinaish  money  to  the  government  at  the  same  time. 
The  absolute  absurdity  of  calculating  the  money  value  of  a 
piece  of  real  estate  at  one  himdred  times  the  rental,  when 
the  fee  simple  was  worth  only  twenty  times  the  rental,  or 
one-fifth  as  much,  was  demonstrated  over  aud  o\'er  again, 
but  the  opponents  of  the  I.and  Bank  were  answered  that 
they  were  "  usurers,"  aud  the  enemies  of  the  Bank  of  Kng- 
land  were  ready  to  catch  al  any  scheme  which  promised  to 
promote  their  projects.  Xotwithstaudjog  its  folly  the  scheme 
was  authorized  by  law  and  received  the  royal  assent  on  April 
27.  1796  (7  and  8  William  III.,  c.  }i).  The  Land  Bank  pro- 
posed to  advojicc  to  the  go\'cTnment  ^^2,564,000.  on  which 
interest  was  to  be  paid  at  the  rate  of  seven  per  cent,  auuu- 
■Uy,  secured  by  a  special  tax  on  salt.  The  King  was  au- 
thorized to  appoint  a  1)ody  of  commissioners  to  receive 
subocriplioas,  half  of  which  were  required  to  be  subscribed 
before  August  1,  1696,  aud  the  whole  before  Jantiary  i,  1697, 
Subscriptions  did  not  materialize,  howe\'er,  with  such  rapidity 
as  expressions  of  sympathy  for  the  enteiprise.  The  Lotxls 
of  the  Treasurj-  subscribed  /5000  ou  behalf  of  the  King, 
but  the  other  subscriptions  never  exceeded  ;^2ioo,  aud  it  is 
recorded  about  three  years  Inter  that  Dr.  Chamtjerlain,  "  sole 
contriver  and  manager  of  the  I^ud  Bank,  is  retired  to 
Holland,  on  su^cion  of  debt."* 

The  immediate  effect  of  the  new  legislation  was  to  depress 
the  price  of  hank  shares,  which  fell  from  107  on  January  31st,  »^ 
to  83  ou  February  14th.*  Capital  was  not  soahuudant  then 
as  now  and  the  mere  offer  of  a  new  public  .itock  wassufficient 
to  di\-ert  investment  from  the  old  and  depreaa  its  value.  It 
was  argued  c^-en  by  the  friends  of  the  bank  that  it  must  be 
the  sole  institution  of  its  kind,  like  the  banks  of  Venice, 
Amsterdam,  and  Hamburg,  in  order  to  retain  strength  and 
usefulnesL    The  experience  that  the  stocks  of  au  existing 

'  '*  R«|[er9,  %€, 
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coMipauy  declined  under  tlie  tafluence  of  competition  was 
ilUislratcd  in  a  striking  manner  by  the  liistor>-  of  the  Kast 
India  Company,  whose  stock  stood  at  158  in  the  beginning 
of  1697,  but  sank  to  3S  after  Montague  brought  fonrard  bis 
plan  for  the  new  or  English  Eiist  India  Company.  The 
close  calcii1ation.s  which  arc  now  made  regarding  the  earn- 
ing capncily  and  value  of  stocks  were  little  understood  at 
that  time  aud  tlic  unreasonable  declines  as  well  as  extrava- 
gant advances  which  occurred  are  illustrated  a  little  later  by 
the  history  of  the  Mississippi  scheme  in  France  and  the 
South  Sea  Bubble. 

The  bank  had  real  financial  difficulties  to  cope  with  as 
wdl  US  those  nriHing  from  politicjil  distnvit  and  competition. 
The  recoiuage  which  was  ordered  by  the  Act  of  7  William 
III.,  ch.  1,  to  take  full  effect  on  Febniar>-  i,  1697,  found 
the  bank  with  a  large  quantity  of  clipped  coin  on  hand  far 
which  the>'  were  bound  to  pay  in  new  pieces  of  full  weight. 
The  new  coinage  was  progressing  too  slowly  to  meet  de- 
mands, the  smallest  denomination  of  hank-uotcs  was  j^ao, 
'^and  the  result  was  a  run  upon  the  bank  for  cash  during  the 
week  beginning  May  4,  [696.  The  goldsmiths  were  charged 
with  gathering  together  ^so.cxso  in  notes  for  the  purpose  of 
breaking  the  bank.  The  directors,  knowing  the  purpose  of 
the  demand,  refused  to  redeem  these  notes,  but  voted  to  coo- 
tinue  their  payments  to  their  ordinary  customcrB,  Sir  John 
HouUIon.  who  was  I^rd  Mayor  ns  well  as  Governor  of  the 
bank,  succewlcd  in  rcaiauriiig  the  appUeauis  for  cash  for  a 
time,  and  the  proprietors  of  the  bank  agreed  to  put  off  their 
dividend.  The  government  failed,  however,  to  make  in  ex- 
pected payment  of  ^80,000  and  the  batik  was  compelled  to 
accept  an  order  of  the  Lords  of  the  Treasur)*  on  July  ij, 
1696,  that  no  public  notary  should  enter  a  protest  upon  any 
bill  of  the  Bank  of  England  for  fourteen  days.  As  a  protest 
could  only  be  effective  at  Uiat  lime  when  thus  entered,  the 
effect  of  the  order  was  a  practical  su.spe»sion  of  specie  pay- 
ments, which  lusted  until  the  autumn  of  1697. 

It  is  not  surprising  titat  the  bank  was  unable  to  cope  with 
its.  difficulties  and  tliat  many  impracticable  and  speculative 
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were  sel  on  f<Kil,  for  the  lime  was  essentially  a  period 
of  tratisitioti.  Tlie  inclu^lnal  and  ctinimerctiil  wuild  had 
barely  set  foot  upon  the  threshold  nf  the  wonderful  dcrclop- 
menl  of  the  eightecDih  aud  niuteenth  centuries.  Gr«at 
Britain  nutil  the  lime  uf  Kliitabelh  had  been  only  a  secoud 
or  tliird  late  power  iti  Europe,  overshadowed  by  the  grext 
Kingdoms  of  Fmncc  and  Spain,  by  the  ancient  prestige  of 
the  German  Emperor,  and  by  the  power  of  the  Poi>e.  Her 
mSauncc  was  raised  by  The  defeat  of  Ihc  Spanish  Armada, 
but  the  population  of  England  and  Wales  nt  the  Revolution 
of  t68Swasonty  fi\'c  and  a  half  millions,  and  the  supremacy 
in  the  money  uiarkets  and  trade  of  the  world  still  belonged 
to  the  bankers  and  merchants  of  Holland  and  Italy.  The 
use  of  bank-notcR,  exc:ept  ns  mere  certificnteK  against  which 
Coin  and  bullion  was  held  to  the  full  amount,  had  begun  only 
Uitrty  years  before  the  Revolution,  and  the  proper  tuanage- 
roent  of  a  banking  curreney  was  almost  purely  a  probleto  of 
abstract  theory  rather  than  of  practical  experience.  If  mer- 
chant priu(X-s  and  the  kings  of  finance  stood  upoittlie  threshold 
of  an  unknown  world.  thcma.Vi  of  tliecomnuiDity  but  dimly 
newed  it  from  afar.  They  were  easily  deluded  by  extrava- 
gant hopes  and  easily  misled  by  the  fairy  talcs  of  the  splendid 
riches  and  jxissibilitle^  of  the  Western  Continent.  I^ast  of 
all  could  the  general  public  be  expected  to  grasp  instantly 
the  fact,  which  i^  not  accepted  by  great  masses  of  people 
to-day,  that  a  paper  cnrrency,  in  order  lo  have  a  steady 
purchasing  power,  ntn.st  be  redeemable  on  demand  in  coin. 
As  Mr.  Cunningham  acutely  says,  regarding  the  van  upon 
the  Bank  uf  England  in  1696  : 

TtaU  was  n  principle  wbich  men  did  not  find  tt  easy  to  recoRnize. 
Tbc7  saw  Uiat  the  miia  who  bad  wenltb  ia  uiy  shape  bad  credit; 
bat  tttejr  did  not  apparenUy  ondcnlauil  tbat  t>ills  can  only  ttecir- 
ralstH,  wh«n  Varrt  U  a  certainty  tbst  lb«7  can  b«  tnM  on  pTC«Fnl«- 
Uon.  and  tliitl  w^lli,  in  forms  whidl  cannot  be  readily  realiiecla  la 
not  a  saltsfactoiry  basts  for  a  credit  ctrcaletion.' 

The  suspension  of  t^pecie  paymenb^  waa  nntunlly  followed 
by  a  dei)reciation  in  the  bank-notes.     The  discount  on  July 
'  Cnti'tho/  Knglish  Industry  and  C^MfHetr^,  IL,  397. 
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28, 1696,  was  ten  per  cent,  and  October  10th,  twenty  per  cent. 
The  Biilliuii  Report,  discusaiiig  this  subJMt  in  iSio.  declared 
that  "  the  quantity  of  Uic  uotcs  became  excessive,  their 
relative  valtie  was  depreciated,  and  they  fcl]  to  a  discount  of 
seventeen  per  cent,"  This  opinion,  thai  the  note  isfiues 
were  exce-tsivc,  is  sujiportcd  also  by  the  high  anthority  of 
Professor  Kogers.'  but  is  disproved  by  I'rofcssor  MacLeod, 
ia  so  far  as  excess  of  issues  is  to  be  interpreted  as  implying  a 
larger  supply  of  money  than  could  he  nbsor1>ed  by  the  demands 
of  commerce.  That  the  issues  of  ihc  bank  were  excessive 
in  proportiou  to  its  coin  resen'e  is  hardly  a  subject  for  dis- 
pute, in  view  of  the  account  submitted  to  the  House  of 
Commons  on  December  4,  ir>96,  showing  the  amount  due  on 
notes  for  running  cash  to  be  ^^764, 196,  and  the  actual  cash 
held  /5.s.<Vi4.  in  addition  to  £g,6$&  in  goldsmiths'  notes. 
That  the  i^uucs  were  excessive  in  this  sen:^  is  proved  by  the 
suspension  of  specie  payments,  but  that  tbey  were  excessive 
in  the  sense  implied  by  the  Btdliou  Report  is  Khown  to 
be  untnu:  by  the  state  of  exchange  on  (tamburg,  which 
promptly  Ijccame  favorable  to  England  upon  the  reform  of 
the  coinage-  and  while  bank-notes  were  still  at  a  discount. 
The  test  whether  issues  were  in  excess  of  the  necessities  of 
trade  was  the  slate  of  tlic  foreign  exchanges,  which  were  at 
par  in  cmn,  and  the  depreciation  in  the  bank-notes  was 
plainly  due  to  the  fact  that  tbey  had  ceased  to  be  redeem* 
able  in  coin  on  demand.' 

The  collapse  of  the  Land  Bank  and  the  tKoessity  for  new 
government  loans  led  lo  the  legislation  of  Fcbrnarj'  3.  1(197. 
to  increase  tUe  capital  of  the  Bank  of  England  and  fpvt  it 
wider  privileges.  The  cliarter  was  renen'cd  until  the  expi- 
ration of  twelve  months  notice  after  Angust  t,  1710,  and  tlie 
bank  was  authorirjed  to  iasuenotes  to  the  amount  of  the  Bub- 
scriptions  for  the  new  loan,  provided  the  notes  were  made 
payable  lo  bearer  on  demand.  It  was  declared  that  in 
case  uf  default  in  redemption,  the  notes  might  be  paid  at  the 


'  Finf  JViur  Vmwt  of  thr  Hmk  of  KHgtand.  sa 

'  McLeod,  Theowyand  Pnriuf  of  Banking,  1.,  479-^84. 
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Bxchequcr  utit  of  the  annuity  due  the  Wnk,  and  a  trace  of 
the  theory  of  the  legislation  of  1844  appears  in  the  provision 
that  all  notes  above  the  sum  of  j^i,20o,ocxj  were  to  bear  a 
distinguishing  mark.  The  new  subscriptions  for  the  capital 
amounted  to  ;f  1,001,171;  and  ^200,000  ia  bank-notes  and 
^fSoo.ooo  in  Exchequer  tallies,  which  were  both  below  par, 
were  taken  out  of  diculatiau.  The  uotes  previously  issued 
liad  borne  interest,  and  now  rose  above  par,  while  the  bank 
was  able  lo  issue  non-interest  bearing  notes  which  circulated 
at  par.  The  subscriptions  to  the  additional  stock  iu  1697 
seem  to  have  been  made  by  the  original  shareholders  and 
were  repaid  to  them  between  1697  ^"^  ^7^7  fi^>ii  t^c  profits 
or  the  bank. 

The  government  was  again  in  serious  need  of  money  when 
the  charter  was  renewed  in  1708  until  August  i,  1732,  and 
the  bank  wa&  authorized  to  double  its  capital  of  ^3,301,171, 
and  to  circiJate  /2,5oo,ooo  in  Exchequer  bills.  The  next 
extension  of  the  charter  was  made  in  17 13  (Statute  I.,  c.  11) 
and  continued  the  bank  until  twelve  months  notice  lobe 
given  after  August  i,  1742.  The  subscription  lists  for  the 
tKW  stock  were  opened  on  Febniarj-  22,  1709.  and  the  whole 
sum  was  subscribed  before  one  o'clock.  The  bauk  under 
this  arrangement  advanced  ;^40o,ooo  to  the  government 
without  interest  and  surrendered  ^1.500,000  In  Exchequer 
bills  to  be  cancelled,  upon  condition  of  receiving  an  annuity 
of  ^106,501.  The  principal  of  both  tliese  items  was  added 
to  the  pennaucnt  debt,  which  afterwards  became  the  basis 
of  tlie  note  circulation  of  the  bank.  Calls  for  additional 
capital  were  made  upon  the  stockholders  to  the  amount  of 
^^656,204  in  1709  and  ^501,448  in  1710.  Several  of  the 
debts  of  the  government  to  the  bank  were  consolidated  in 
1716  and  reduced  from  six  to  five  per  cent.,  and  ^£2,000,000 
in  Exchequer  bills  ^verc  cancelled  in  1718  and  added  to  the 
pennaneiit  debt  due  tlie  bank  by  the  government.  The 
settlement  of  the  affairs  of  the  South  Sea  Company  in  1731 
resulted  in  the  purchase  of  /■2oo,ooo  in  annuities  by  the 
bank  at  twenty  years'  porcha^e.  making  a  new  addition  to 
the  pcraianexit  debt  of  ;£4.ooo.ooo.     These  loans  increased 
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the  permanent  debt  to  ^9,375,027,  exclusive  of  various  ad- 
\'aaces  of  a  (lificRoit  character  winch  had  been  repaid. 

Tlie  South  Sea  Company  was  esseutially  a  Tory  in»litutioa 
aud  they  proposed  as  early  as  17 17  to  increase  their  capital 
from  ;^io,ooo,ooo  to  ^ja,ooo,ooo  for  the  purpose  of  wiping 
out  the  debt  due  the  Bank  uf  Hngland  and  several  minnr 
obligations.  The  batik  made  counter  propositions,  but  the 
Krai  contest  occurred  in  1719  aud  i72oo\'cr  the  proposition 
of  the  South  Sea  directors  to  assume  the  entire  national  debt. 
It  was  estimated  at  £,^0,^^1,^12  and  was  to  be  con.wlidated 
into  one  fund,  to  be  added  to  the  capital  of  the  company  at 
five  per  cent,  interest  annually.  The  company  proposed  to 
pay  a  bonus  of  ^3.500.000  to  the  govcrniueut  in  foiu*  io- 
stalmeiits,  beginning  in  1731.  The  bani:  met  this  remark- 
able proposition  by  an  offer  of  its  own  to  as-sumc  the  entire 
debt  00  terms  which  were  calculated  to  be  about  /2.ooo,ooo 
more  advantageous  thau  those  of  their  rivals.  The  South 
Sea  Coinpany  obtained  three  days  to  amend  their  uQer  and 
increased  the  bonus  to  ;£7. 567,500.  The  bank  rejoined  with 
another  oiFer  of  j^^i.yooin  bank  stock  for  every  annuity  of 
^100  for  ninety-six  and  ninety-nine  years  aud  the  reduction 
of  the  interest  on  the  consolidated  debt  after  June  14,  1737, 
to  four  per  cent. 

The  South  Sea  bill  passed  the  House  of  Commons  April  2. 
1730,  by  a  vole  of  172  to  55  and  passed  the  Lords  by  a  vote 
of  83  to  17.'  The  South  Sen  stock  was  forced  upward  to  a 
preposterous  figure  under  the  influence  of  the  same  fever  of 
speculation  which  raged  at  about  the  .same  time  in  France 
over  tlic  Mississippi  scheme,  but  capital  %vas  soon  sunk  in 
this  and  other  uoproducttve  enterprises  and  the  Feaction 
wrecked  the  credit  of  the  company  and  came  near  wrecking 
th-ni  uf  the  bank.  The  directors  of  the  South  Sea  Company 
appealed  to  the  bank  for  help,  goldsmiths  and  pri^'ate  bank- 
ers began  to  fail,  and  a  run  upoti  the  bank  itself  began,  which 
was  only  staved  off  by  payiiients  in  light  sixpences  and 
shillings  and  by  engaging  men  to  fill  up  the  line,  draw 
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nione>*  and  rc-depcwit  it  at  another  window.  Fnrtmintely 
Ihe  festival  of  MicUaelma»,  during  which  the  bank  was 
it&ualty  closed,  intervened  and  when  it  was  over  ttic  ptibtic 
Klurm  had  sutKiided. 

Tlic  Imnk  had  xveathered  stn-ere  storms,  had  seen  two 
powerful  rivals  crushed  and  its  owti  monopoly  confirmed,  and 
justly  felt  that  it  had  pro\*cd  its  capacity  to  endure,  Thirty- 
eight  years  after  its  foundatioii.  ou  Thursday,  AtigUHt  3, 
1752,  the  comer-sioiie  of  a.  new  building  was  laid  in  the 
presence  of  the  Governor  and  other  ofhcials  of  the  bank  in 
Thrcadncedlc  Street.  The  directors  moved  from  their  old 
<{iiarters  in  Grocers'  Hall  ou  June  5,  1754.  and  from  that  day 
"The  Old  Lady  of  Threadncwlle  Street"  occupied  the 
massive  building  which  is  still  consecrated  to  her  nse.'  A 
staitic  of  King  William,  under  whom  the  first  charter  was 
granted,  stinds  in  the  hall,  with  a  Latin  iuKrription  which 
accord»  to  him  the  houor  of  of&cial  founder  of  the  bank. 

When  the  time  approAched  for  n  renewal  of  the  charter  ia 
1743.  the  bank  advanced  /'i,6oo.ocx>  to  the  governmcut 
without  interest  by  a  call  npon  their  proprietors  for  /840.- 
004,  which  raised  their  capital  stock  to  /9. 800,000.  The 
advaucv  without  interest  was  substantially  part  of  a  pro- 
cos  of  con\'ersioii  by  which  the  interest  oti  the  original 
advnDCi:  to  the  ga\'en)mcnt  at  the  foundatioii  of  the  hank 
And  on  ^400,000  advanced  in  1708  was  reduced  from  &ix  to 
three  per  cent.  The  bank  simply  continued  to  receive  the 
old  interest  payment,  but  doubled  the  principal  of  the  loan. 
The  charter  was  exteuded  at  this  time  until  ti\-elve  mtrnths 
notice  after  August  t,  1764.  Another  adjustment  with  the 
gtAtniment  in  17^6  led  to  the  cancellation  of  ^986,000  of 
Exchequer  bills,  upon  which  the  bank  was  to  receive  nn 


'  Tbe  tniJMings  hare  lieen  macb  eoltirf^I  itince  anil  now  covrr  ttw 
Vtaole  area  Wtwcea  ThreadiiMiile  Street,  Princes  Street,  Lotbbnry 
and  Bartholomew  trfinc, — a  ftpore  of  more  tlian  three  acres.  The 
iMnk  ori^natly  employed  aboot  fifty  clerks,  but  tlie  ntunlKr  ia  now 
■Iwitt  fiftcca  btmdnd  and  the  pay-roll  amouuts  lo  aWut  jfjootooo, 
cxcJutlYtf  of  jCS'MXM  potd  ■nuimlly  iu  pen&ion*.'— FI.  J.  W.  Dam, 
TV  ffaHt  0/  Englami.  MeOmr^t  Magixiiie,  XV.  46a 
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annuity  of  four  per  cent.,  and  a  call  opoo  the  proprietors  for 
ten  per  cent.,  which  made  the  bank  capital  ^10,780,000. 
The  rate  of  interest  on  portions  of  the  debt  omountlng  to 
^8,486,000,  which  had  not  yet  been  reduced,  was  changed 
to  three  and  ft  half  per  cent,  in  1749  for  the  sc\xn  years 
bepnning  with  Christmas,  (750,  and  thereafter  to  three  per 
cent.  '  The  charter  was  renewed  in  1764  until  twelve  mouths 
notice  after  August  i,  1786,  upon  the  conditions  of  a  direct 
payment  to  the  Exchetjuer  of  /^i  10,000  and  a  loan  for  two 
years  on  Exchequer  bills  of  £,  1 ,000,000  at  three  per  cent.  The 
next  rcuewol,  in  1781,  carried  tlic  charter  along  until  twelve 
months  notice  after  August  1,  181?,  and  provided  for  a  loan 
for  three  years  of  ;^2, 000,000  at  three  per  cent.  A  call  upon 
the  proprietors  for  ,1^862,400  in  1782  advanced  the  capital  of 
the  bank  to  /ii,642,4oo,  at  which  it  remained  until  t8i6, 
when  it  was  increased  to  ^14,553.000  by  adding  twenty-five 
per  cent,  to  the  stock  of  each  proprietor  from  the  reserved 
profits  or  "rest." 

^  The  Bank  of  England  at  its  institntion  enjoyed  no  monop- 
oly of  note  issues,  so  tliat  Cliamberlain's  plan  for  a  I^and 
Bank  was  not  a  %-ioIatioa  of  the  privileges  of  llie  okler  estab- 
lishment. The  managers  of  the  Bank  of  England  endeavored 
to  protect  thcmst-lves  in  the  legislation  of  1697  and  secured 
a  provision  that  during  the  continuance  of  the  corporation 
no  other  institution  In  the  nature  of  a  bank  should  be  erected 
or  countenanced  within  the  Kingdom  by  act  of  Parliament 
by  bodies  exceeding  six  persons.  Tliis  provision  was  calcu- 
lated to  prevent  the  formation  of  strong  joint  stock  banks, 
and  dangerous  rivalry  was  not  feared  froin  private  firms  of 
•rix  persons  w*ith  unlimited  liability.  An  effort  to  narrow 
the  limits  still  more  closely  was  made  tn  the  Act  of  1709  by 
making  it  unlawful  '*  for  any  body  poliUcor  corporate  what- 
soever, erented  or  to  be  created  (other  than  the  said  GoTcr- 
Dor  and  Company  of  the  Bank  of  England),  or  for  any  other 

'  The  operation  of  1753.  hj  wbicti  Uic  iMlancc  of  aDnutUe*  gtuned 
iu  1731  «vre  coittoltHntcd  wltb  oihcr  thttc  prr  cent.  «tork«,  gave  rlM 
to  Ibc  tualliar  (I«filt;n>lM>o, "  Tlircc  per  cent,  coasob,"  the  Utter  wocd 
l>eiD|[  ■  contniclion  of  "  coSKiUdBtvd.— "UUbait,  I.  43. 
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persoDS  wltatsoever,  united  or  to  be  united  ia  covenants  or 
partnership,  exceeding  the  nutnlx-r  of  six  persons,  iu  that 
part  of  Great  Britain  called  England,  to  borrow,  owe,  or 
take  up  any  snm  or  sums  of  monc)'  on  their  bills  or  notes, 
pa>iible  at  demand,  or  at  any  less  time  than  six  months  from 
the  borrowing  thereof."  This  clause  was  repeated  in  1716, 
when  the  usury  laws  were  suspended  as  to  the  Bank  of 
England  and  the  directors  were  authorized,  "at  their  own 
good  liking  "  to  borrow  or  take  up  money  at  any  rate  of 
interest  they  pleased.  The  conception  of  banking  at  this 
time  involvetl  neccKsarily  tlie  privilege  of  issuing  circulating 
notes,  and  it  was  delcranntd  to  clocje  all  loop-holes  iu  this 
matter  upon  the  raicwsl  of  the  charter  in  1742.  It  was 
accordingly  provided  (15  George  II.,  c.  13,  s.  5) : 

Ad<1  to  pf«wBt  anf  dnnbts  that  nut;-  oriae  conceniing  the  privi- 
lege Of  power  given  I>_v  foriiier  Acta  of  pArliAincut,  lo  ibe  &aid  Govtitior 
Bod  Compauy  of  cxtrluiivc  luiikiiiK.  utid  alui  in  rrttHnl  to  the  rrct'linj^ 
of  Kay  otitcr  bank  or  banks  by  Purl iam«nt,  or  rMtr«iuing  olber  per* 
Nona  from  Iranking  dnriDg  the  coaliBiunce  of  tlie  said  pmnlegc 
granted  to  tlie  Governor  and  Company  of  the  Banic  of  England,  as 
b«forc  recited,  it  is  Lcrcbj  further  caiKtcd  and  tkclucd,  by  tbe  j 
aolboiity  aforesaid,  that  it  ia  the  liue  intent  and  nicnnlng  of  tbe  Act  -^ 
that  no  other  bank  shall  be  crccted.  estahlisbcd  or  alIow««l  I>y  Parlia- 
ment, aud  llint  tt  shall  not  be  lawful  for  auy  body  politic  or  corporate 
'wbatKwver,  erected  or  lo  be  eiecte«l,  or  for  any  other  persons  what- 
•oncr,  united  or  to  1>c  anited,  in  covenants  or  partnership,  exceeding 
tbe  Dumber  of  six  pcrsoSN  in  tbat  part  of  Great  Britain  called  EuKlaud. 
to  bomxr,  owe,  or  talic  up  any  sum  or  Mini*  of  money,  on  tlieir  Inlta 
Ot  note*,  payable  at  demand,  or  at  any  lesaltaie  Ihau  mx  inontba 
(ram  Che  boTTOwinK thereof  duringtlic  continuance  of  Mieb  Mtid  privi- 
lege of  Ibe  Mtd  Governor  and  Company,  who  are  hereby  declared 
to  be  and  jctaain  a  corfiofatioa  with  tbe  prinicgc  of  cxduiivc  bank- 
ing, as  tiefofe  recited. 

This  limitation  upon  the  pon-er  of  other  corporations  did 
not  jircvLiit  the  issue  of  promissory  notes  and  checks ;  nor 
did  it  pre\'ei)t  the  issue  of  bank-notes  by  individuals  and 
firms  of  not  exceeding  six  persons.  The  opi>ortunity  which 
this  afforded  for  tbe  creation  of  joint  stock  banks  of  dis- 
count and  deposit  was  not  imdcrstood  and  availed  of  till 
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fniich  later,  but  the  opportunity  for  the  issue  of  cirvulnting 
nules  by  individuals  and  small  firms  was  availed  of.  The 
notes  of  tlic  Bank  of  England  bad  little  circulation  outside 
or  London  and  the  rapid  dev^optueut  of  caual  building  aud 
other  enterprises  during  the  last  lialf  of  the  eighteenth  cen- 
tury created  n  denuud  for  a  larger  credit  currency.  ProfesiiOT 
MacLeod  declares,  in  speaking  of  the  principle  of  monopoly 
embodied  in  the  charter  of  1697,  that  "The  frightful  cou- 
vulsious  and  collapses  of  pubtie  credit  which  have  taken 
place  during  the  last  three-quarters  of  a  century  ore  chiefly 
due  to  this  great  wrong." '  The  effect  was  not  felt  until 
nearly  a  ccuturj-  later,  when  England  began  to  take  her 
place  nt  the  head  of  the  commercial  nations,  but  al^er  the 
crisis  of  1782  "  multitudes  of  miserable  shopkeepers  in  the 
comilr>-.  grocers,  tailors,  drapers,  started  up  like  niuslirooms 
and  turned  bankers,  and  issued  their  notas,  inundating  the 
country  with  their  misemble  rags."  Burke  said  that  when 
he  came  to  England  in  1750  there  were  not  twelve  bankers 
out  of  London  ;  in  1793  there  were  nearly  four  hundred. 
The  Bank  of  England  began  to  issue  notes  for  £,io  and  ^15 
OS  early  as  1759,  but  the  private  bankers  issued  them  for 
smaller  amounts,  and  in  1775  an  act  was  passed  to  prohibit 
notes  of  less  than  twenty  shillings,  aud  two  years  anem'arda 
llie  limit  was  raised  to  ^5. 

The  proliibitiou  upon  note  issues  was  probably  i>ti«  of  tlie 
causes  which  contributed  to  the  tise  of  checks.  The  notes 
issued  by  private  bankers  were  at  first  written  on  paper  for 
any  odd  sum,  like  promissory  notes.  The  practice  was  in- 
troduced by  Child  and  Co.,  in  172^  of  having  the  notes 
partly  printed  and  partly  written,  like  a  modern  check. 
These  notes  continued  to  be  issued  till  about  179J,  when  the 
existing  system  was  introduced,  of  giving  the  depositor  a 
credit  for  the  full  amount  of  his  deposit  and  authorizing  him 
to  draw  check*  at  his  convenience  agninsl  it.'    The  issue  of 

'  Theory  »nd  Pneticfcf Bamkins.X..  AT^ 

•  Hoclieod,  Theory  and  ^>ariife  0/  HuHiitg,  L,  33*1  S'S*  M. 
JufcW  (343)  ftay*  that  the  use  of  checks  rcpUccd  the  use  of  tilUt  tn 
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notes  by  private  bankers  was  not  forbidden  until  the  Bank  A^ 
Act  of  1844.  but  their  use  gradually  diminished  as  the 
g;re«ter  coa\*enieiux  of  checks  cime  lo  be  understood.  The 
Act  of  1 743  would  probably  have  prohibited  joint  stock  hanks 
of  discount  and  deposit,  if  it  bad  been  supposed  that  they 
coiitd  be  carried  on  without  the  issue  of  notes,  but  note 
issues  were  then  regarded  as  a  uecessiry  port  of  successful 
banking. 

The  Bank  of  Hnglnnd  had  to  face  serious  5n»ncial  crises 
jn  1772.  1782.  aud  1792.  Tlieir  polic>*  in  1772  aud  17S2  was 
to  support  credit  and  to  make  advances  to  solvent  merchants, 
with  the  result  that  the  foreign  exchanges  turned  in  their 
favor  and  general  bankruptcy  waK  avoided.  Mr.  Hosanquet 
was  Gm-emor  of  the  batik  and  be  adopted  the  policy  of  con- 
tracting iiisues  while  the  drain  of  specie  was  going  on  and 
expanding  them  when  the  tide  ttinied.  The  crisiii  of  1793 
was  precipitated  by  the  breaking  out  of  war  with  France, 
and  vva."*  quickly  followed  by  the  stoppnge  of  about  one  hun- 
dred countTA-  bank:^  and  the  serious  embarrassment  vf  many 
others.  The  directors  of  the  bank  became  alarmed,  refused 
credit  to  strong  houses  and  created  s  great  scarcity  in  the 
circulating  medium  by  the  discredit  ca.st  on  the  notes  of  the 
oomitty-  banks.  The  policy  of  contracting  issues  was  not 
jtistified  by  the  state  of  the  exchanges,  for  gold  and  siK-er 
were  pouring  into  England  from  France  in  consequence  of 
the  iiisuc  of  the  assignals.  which  rapidly  drove  coin  out  of 
circulation,  and  exchange  wa»  favorable  with  both  Amster- 
dam and  Hamburg.  The  absolute  rcfiisal  of  the  bank  to 
lend  its  support  lo  credit  compelled  the  is-sne  of  Kxcheqner 
bills  by  the  government,  which  quickly  improved  the  situa- 
tion. 

The  long  suspension  of  specie  payments  during  the  wars 
with  France  was  brought  about  by  the  reckleKS  and  un- 
scrupulous  course  of  Mr.  Pitt,  who  dictated  the  entire 
polic?-  of  the  government.  The  relations  of  the  hank  with 
the  govcmmcnt  had  grown  closer  from  year  lo  year  since 
1718,  when  subscriptions  to  public  loans  were  fin^t  received 
tbcTc,  as  aSbrding  greater  convcaietice  than  the  Trea&ur>'. 
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The  bank  soon  after  began  to  mate  advancts  of  money 
anticipation  of  the  land  and  malt  ttxes,  umi  u|x>ti  ExcLequer 
bills  ami  oiber  securities.'     They  did  this  in  tlie  (acx:  of  the ' 
provision  of  the  cliarttr  of  1694.  that  if  they  should  advance 
nny  money  to  the  Cro'wii  whatever,  except  by  the  special 
permission  of  Parliament,  they  should  foifett  treble  the  value 
of  all  such  advances.     The  usual  limit  of  these  temporary 
adranccs  was  /30.000  or  /io.ooo  and  it  became  a  subject 
of  complaint  if  the  amoiuit  was  increased  to  j^5o,ooo.    The 
limit  was  stretched  in  the  American  war  to  ^£150.000  and  _ 
Mr.  Bosanquet  in  1793  became  uoeasy  as  to  the  legultty  of  I 
such  advances  tvitliottt  authority  of  Parliament.     The  direc- 
tors, therefore,  applied   for  an  act  of  indemnity  for  past 
advances  and  permission  to  make  them  in  tlie  Eiiture  to  11  ■ 
limited  amount,  not  to  exceed  ^100,000.     Mr.  Pitt  readily 
agreed  to  bring  in  a  bill  for  this  purpose,  but  he  quietly 
dropped  the  limitation  and  passed  Ibc  measure  in  this  form  ■ 
throagU  Parliament.    He  was  now  armed  with  absolute 
power  to  draw  ui>on  the  bank,  unless  the  directors  should 
refuse  to  honor  his  bills,  and  be  wa.s  neither  conservative  nor 
scrupulous  iu  tlie  use  of  the  power. 

Mr.  Pitt  availed  himself  of  the  new  law  to  scatter  gold 
broadcast  over  Europe  to  promote  the  combination  agaiust 
France,  with  the  result  of  draining  the  cotmtr>' of  specie  and 
creating  unfavorable  foreign  exchanges.  He  drew  heavily 
upon  the  bauk  and  dro^-c  them  luto  such  close  quartets  tliat 
they  passed  a  resolution  on  Jantiary  15,  1795,  thnt  the  Chan* 
celtor  of  the  Exchequer  must  make  his  financial  arrange- 
ments  for  the  year  without  ex^iecting  further  assistance  from 
them  than  advances  on  Trca.-^ur}'  bilU  not  exceeding  ^500,- 
000  at  any  one  time.  Mr.  Pitt  promised  to  reduce  the  exist- 
ing advances  to  that  amount  by  paymenls  out  of  the  first 
loan  which  was  tn  process  of  subscription,  but  be  paid  little 
attention  to  such  promises.  The  bank  was  compellctl  by  the 
dcraand.4  of  the  government  to  expand  its  isstte^  in  the 
face  of  unfavorable  exchanges  tmtil  in  February,  1795 
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reached  ^^14.000.000.  The  drain  of  gold  set  in  strongly  in 
September,  the  price  of  gold  in  bank-notes  rose  to  £,\  zs.  per 
ounce  (about  &w  shillings  above  parity,  which  was  £^  ifs. 
ioJ-irf.)t  ■"''  the  directors  of  the  IwiTik  were  compelled  to 
sharply  restrict  their  discounts.  They  gave  notice  on  Dc- 
cetaber  31,  1795.  that  if  the  applications  fur  di:«couutsonauy 
day  exceeded  the  sura  to  be  advanced.  a/n»  rain  proportion 
of  each  applicant's  bills  stiould  1)e  reiunied, ' '  without  regard 
to  the  respectability  of  the  party  sending  in  the  bills  or  tlic 
solidity  of  the  bills  themselves."  '  Matters  went  from  bad 
to  worse  until  February  1 1,  1796,  when  the  court  of  directors 
adopted  the  resolution  : 

Tlui  it  U  (lie  ofiinion  of  the  Coiirt,  foniKlril  upon  its  rxprnencr  of 
1\k  cfTcctA  of  the  late  Iitiperisl  loan,  Hint  if  ativ  further  loaa  or  m]- 
T«nre  of  inoiwy  to  llic  Emperor,  or  otlicr  forciRn  state,  nhotiM  in  llie 
pnsetit  stale  of  aflain,  take  place,  it  will  iii  nil  probabiUtjr  prove  fatal 
lo  the  S«nk  of  Eoglnad. 

The  Court  of  Ulrecton  do  tberefore  taoM  canteMJy  deprecate  the 
oiloptioa  of  any  such  measure,  imd  tbey  solemnly  protect  agaiiiot  «ny 
reapoanibllitj  for  the  calauiilous  coaM^queaces  that  may  foUow  there- 
upon. 

Mr.  Pitt  replied  that  after  the  repeated  promises  he  had 
made  he  saw  no  occsston  for  the  rcstilutions  and  should  re- 
gard them  as  having  been  adopted  in  a  moment  of  needless 
ftlann.  This  did  not  prevent  him  from  continuing  secret  re- 
mittances to  the  Continent,  but  suspension  of  specie  pay- 
ments was  staved  oflT  until  the  next  year  by  (he  restriction 
of  accommodation  to  merchants  and  the  lavorablc  crops  of 
1796.  The  advances  upon  Treasury  bills  fltnounied  on  June 
14,  1796,  to  ^r.232,649  and  Mr.  Pitt  demamled  ^Koo.oon 
more  io  July  and  a  like  sum  in  August.  The  bank  re- 
fused the  second  demand  but  granted  a  request  by  Mr.  Pitt 
in  November  for  /2,75ftocx>,  on  condition  thai  the  advances 
on  Treasury  bilU  should  be  paid  out  of  this  loan.  '*  Mr. 
Pitt."  in  tlie  terse  language  of  Professor  Macljcod,  "took 
the  money  but  never  paid  off  the  bills,'" 

'  r.tlbart.  1.,  45. 

'  Tlucry  and  Praetict  of  Banking.  I.,  524. 
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The  landing  of  a  Frcncli  frigate  in  one  of  the  Wel&h  har- 
bors and  orders  from  the  govemment  to  the  farmers  to  drive 
their  stock  into  the  interior,  caused  a  run  upon  tlie  Bank  of 
England  which  finally  brought  the  long  dreaded  catastrophe 
of  suspension  of  payment  in  coin.  The  bank  had  been  mak- 
ing frantic  efforts  for  sei-eral  weeks  to  contract  their  issues  and 
had  reduced  them  from  ^10,550,830  on  Januarj*  ii.  1797,  to 
^8,640.350  ou  Februar)'  35th,  but  llieir  ca^^h  was  reduced  on 
the  latter  date  to^i, 373,000,  The  cabinet  met  the  next  day, 
wliich  was  Sunday,  and  issued  au  Order  in  Council,  "  That 
the  directors  of  the  Bank  of  Kngland  should  forbear  issuing 
any  cash  in  paynieut  until  the  sense  of  Parliament  can  be 
taken."'  A  meeting  of  merchant  was  held  on  Monday, 
with  the  Lord  Mayor  iu  the  chair,  which  adopted  a  resolu- 
tion similar  to  that  adopted  on  the  successes  of  the  Pretender 
in  Scotland  in  1745,  that  '*  we  will  not  lefiwe  to  recwve  bank- 
notes in  payment  of  any  sum  of  mone>-  to  be  paid  us,  and 
we  will  use  our  utm<>st  endeavors  to  make  all  otir  pnymenta 
in  the  same  manner."  A  select  committee  was  appointed 
by  Parliament  to  ini)uire  into  the  bank's  affairs,  and  found 
them  in  a  prosperous  condition  except  For  the  scarcity  of  coin 
and  bullion.  Their  assets  were  ;£i7.597.3fk>,  representing  a 
surplus  of  /j.816.890,  exclunve  of  the  go\'emnient  debt  of 
^11,686,800,  which  paid  three  per  cent.  Suspension  of  pay- 
ments was  enacted  until  June  34th  and  the  bank  was  au- 
thorized to  issue  notes  under  £^.  The  bank>notcs  were 
tuade  legal  tender  and  were  to  be  received  at  par  iu  the 
payment  of  taxes.  The  bank  was  authorized  to  receive 
special  deposits  in  coin  in  exchange  for  notes  and  to  repay 
three-fourths  of  the  amount  in  coin  if  demanded.  The  re- 
striction was  prolonged  on  June  23d  to  one  month  after  the 
meeting  of  the  next  session  of  Parliament  and  was  again 
prolonged  on  Noitmber  30th.  at  the  next  session,  until  six 
months  after  the  conclusion  of  a  definitive  treaty  of  peace. 

The  policy  of  the  bank  in  restricting  commercial  discounts, 
though  forced  upon  it  in  a  measure  by  the  demands  of  the 
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,  jowrnincnt.  was  the  cause  of  serious  complaint  in  the  mer- 
caiilile  comiiiutiity  sud  led  Co  much  ilisciissioii  of  otlier 
tnctbods  of  meeting  the  dcmnnil  (br  credit.  The  bank  re- 
fused to  establish  branches  in  the  country  and  their  charter 
^-prohibited  any  other  strong  comt>any  from  doing  bo.  The 
very  policy  of  restricting  their  issues  io  Uie  autumn  of  1796, 
which  the  directors  rirgartlcd  as  a  measure  of  cxlrcrae  pre- 
caution, intensi&cd  the  demand  for  gold  by  creating  a  scarcity 
of  currency  which  led  to  the  withdrawal  of  gold  by  deposi- 
tors. The  irritation  among  the  inerchnnts  was  such  that  a 
meeting  wa*  held  in  London  Taveni  on  April  2,  1796,  which 
.  appointed  a  committee  to  dc^'isc  a  plan  to  restore  the  circulat- 
ing medium,  if  practicable  without  infringing  the  monopoly 
of  the  bauk.  Mr.  Walter  Boyd,  an  eminent  merchant,  drew 
up  a  report  on  behalf  of  the  couinnuee,  authorixiag  a  board 
of  twenty-five  members  to  Ik:  named  by  Parliament  to  issue 
drculatiug  pivmissory  notes  upon  deposits  of  coin,  bank- 
bills,  and  commercial  paper. '  The  comraillec  were  jwrsuaded 
by  the  Chancellor  of  the  Kxchetjuer  to  delay  action  and  noth- 
ing ever  came  of  Iheir  plan,  but  it  was  the  opinion  of  Mr. 
Boyd  that  the  public  slocks  suffered  as  well  as  commercial 
paper  by  tlie  scarcity  of  currency  and  the  necessity  of  forced 
salesof  securities  to  obtain  it.  Sir  William  Pulteney,  during 
the  debate  an  the  bill  autliorizing  the  suspension  of  cash 
pa^-mcnts.  asked  Icavx  to  bring  in  a  bill  for  another  bank  if 
,tbe  Bonk  of  Kngland  did  not  resume  on  June  24,  1797,  a* 
was  Iheu  propoi^ed.  The  proposition  was  defeated  at  the 
time  but  gained  such  strength  within  the  next  two  years 
that  public  meeting  were  held  mid  pamphlets  written  in  its 
•opfWrt.  The  bank  directors  became  alarmed,  and  as  gov- 
emroent  was  still  pressing  for  moncj-,  they  offered  /Tj.oao.* 
000  without  interest  for  six  years  as  the  price  of  a  renewal 
of  the  charter.  Mr.  Pitt  accepted  the  terms  and  passed  a 
biU  in  tSoo  extending  the  monopoly  of  the  bank  for  twenty- 
one  years  after  1812,  or  until  i8,vj- 

'  MacLeod,  Theory  aMd  PfactUe  of  BAnkimg,  I,,  51^ 


CHAPTER   V. 
sxcom)  CEmrtrKV  op  thk  bame  or  rxgij^nti. 

The  Coaiinucd  SospCDsion  of  Specie  Faymcats— The  Bulllou  Report 
Asdthe  Act  of  1819— The  CosteM  a^kintt  the  Monopoly  of  the 
Bonk  of  EagUnd  »nd  Uic  Kisc  of  the  Joint  Stock  Bsoka — Tbc 
Bank  Act  of  ifi44— Theory  of  itx  Opcrnlion  snO  its  Failure  to 
Carry  Out  tbe  Theory— Tbe  Recent  AcctunolAtiou  of  Cold  iu 
the  Bank. 


THE  great  events  of  the  second  cenhny  of  the  Tiistory  of 
th«  Baak  of  Euglaud  have  been  the  resumpttou  of 
cash  payments,  the  reslriction  of  circulation  by  the 
Bank  Act  of  1844,  and  the  recent  Rcciini illation  of  gold  in 
the  custody  of  tlic  bank.  The  Act  of  1844  ha.s  heca  the 
turning  point  of  ulmtmt  infinite  <lisctut!>ion  of  the  theory  and 
practice  of  banking  in  England,  but,  whatever  its  merits  or 
defects,  it  has  not  destroyed  the  character  of  tbe  Bank  of 
England  as  the  f^^ardian  of  the  ca^h  reserve  c^  tbc  country. 
DOT  prevented  Loudon  from  hecoining  the  centre  of  the 
exchanges  of  the  world.  Freedom  from  danger  of  invasioii, 
the  de\'eIopment  of  hanking  and  credit  beyond  any  pcunt 
attaintnl  ehtewhere.  a  market  free  to  the  world's  commerce, 
and  a  single  6xed  standard  of  value  have  raised  HngUud  to 
supreniac>-  among  commercial  countries  and  liuked  tbe  hi»- 
tory  of  her  financial  progress  in  some  degree  with  that  of  alt 
other  nations. 

The  British  nation  was  tttT  from  Iter  prcaetit  position  at 
the  close  of  the  Napoleonic  wars.  Political  and  military 
Innmphs  had  come  I0  her,  but  they  had  been  at  theexpense 
of  the  crippling  of  her  Dierclimit  uiariiie.  the  increase  of  her 
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debt  to  S4.,ooo,ooo,ooo,  and  the  suspension  «f  payments  in 
specie.  The  Bank  of  England  by  prudent  mauagcmctit 
kept  its  Dotes  for  several  years  at  par  wjtli  coin  and  the 

kdepreciation  was  at  first  so  gradual  as  hardly  to  be  noticed. 
One  of  the  elcmcuts  of  confusion  in  the  diacussioii  of  the 
effect  of  the  restriction  of  specie  payments  was  the  fact  that 
bank-notes  became  The  sole  medium  of  or<Iinan-  transactions. 
Tlie  issue  of  ^i  notes  by  the  iKink  drove  the  gold  from  cir- 
culation even  before  the  depreciation  of  the  paper  and  made 
niclal  only  a  subsidiary  money.  If  an  effort  liad  been  made 
To  keep  the  circulation  saturated  with  coin  by  continuing 
the  prohibition  upon  notes  bvlow  /'s,  the  depreciation  of 
the  paper  would  hnvc  beeu  quickly  felt  by  the  disappearance 
of  gold  and  accurately  measured  by  the  ^iremium  upon  gold. 
The  fact  that  the  pnper  was  maintained  ot  a  substantial 
parity  with  gold  for  nearly  ten  years  while  gold  disnppeared 
AofD  circulation,  misled  those  who  did  not  look  to  the  simple 
mid  indisputable  facLs  rcganUng  the  foreign  exchanges  which 
were  stated  in  thecclebratcd  Bullion  Report  of  i8to.  Sil\-er 
liad  been  rapidly  disappearing  from  circulation  for  some 
years,  becauw  the  English  mint  ratio  gave  it  a  less  %'alue 
in  relation  to  gold  than  the  market  price.  Tbc  country 
bankers  were  authorized  by  the  restriction  laws  to  redeem 
Itieir  notes  in  Bank  of  England  notes  in  exactly  the  same 
ntanncT  aj*  they  had  formerly  done  in  sixcie,  &o  tliat  the  ex- 
pansion and  contraction  of  the  country  note  issues  was  in  a 
measure  placed  in  the  hands  of  the  ceotnil  bank  as  ivell  as 
the  control  of  its  own  circulation. 

Bullion  rapidly  accumulated  in  the  hank  after  tliesuspeoaioo 

fof  specie paymcntsaiid  the  bank  announced  their  willingtiess 
oa  January  3,  1799.  to  redeetu  suras  under  ^5  and  to  pay  in 
fiUl  after  Febniarv-  isl,  notes  for  ^1  and  ^2,  dated  prior  to 
July  I,  1798.'  The  bank  then  held  ^7.000,000  in  coin  and 
bullion  and  had  iucrcased  its  note  issues  to  j£i6,ooo,ooo.  The 
go\-eniuient  were  not  willing  to  take  the  risk  of  resumption 
and  ciwiimied  the  restriction  even  after  the  peace  of  Amiens, 
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when  the  bank  again  declared  that  it  was  well  supplied  with 
cash  and  was  ready  to  resume.  A  bill  was  brought  in  on 
April  9,  1802,  only  thirteen  days  after  the  signature  of  the 
definitive  treaty,  to  continue  the  restriction  until  March  i, 
1803,  and  the  restriction  was  continued  again  on  February  28, 
1803,  until  six  weeks  after  the  beginning  of  the  next  session 
of  Pariiaraent.  War  broke  out  before  this  date  arrived  and 
the  restriction  was  continued  until  six  months  after  the 
ratification  of  a  definitive  treaty  of  peace.  No  such  treaty 
was  ratified  until  after  the  abdication  of  Napoleon  in  the 
spring  of  1814,  when  the  problem  of  restriction  was  again 
taken  up. 

The  price  of  gold  began  to  rise  in  September,  1799,  and 
in  June,  1800,  had  reached  ^4  5^.  perounce,  which  was  about 
seven  shillings  above  the  mint  price. '  Exchange  with  Ham- 
burg fell  and  the  unfavorable  state  of  the  exchanges  was 
made  an  excuse  for  postponing  the  resumption  of  specie 
payments  after  the  peace  of  Amiens.  The  fact  that  the  un- 
favorable exchange  was  due  to  the  depreciation  of  the  cur- 
rency was  denied  or  evaded  by  the  Parliamentary  leaders 
and  Mr.  Addington,  the  Chancellor  of  the  Exchequer,  urged 
that  the  restriction  be  continued  because,  ' '  for  several  months 
past,  there  has  been  a  trade  carried  on  for  purchase  of  guineas 
with  a  view  to  exportation." 


'  The  mint  price  of  gold  w&s  £^  171.  io}4d.,  which  was  four  and  a 
half  pence  above  the  market  price,  in  order  to  coverthe  cost  of  coin- 
age and  the  loss  of  interest  while  the  bullion  was  detained  in  the 
mint.  The  valae  of  gold  coins  was  fixed  as  they  exist  to-day  io  1717, 
when  it  became  necessary,  upon  the  recommendation  of  Sir  Isaac 
Newton,  to  reduce  the  coining  valne  of  the  gold  in  the  gninea  to  arrest 
the  exportation  of  silver.  The  reduction  made  the  ratio  of  gold  to 
silver  about  fifleen  and  a  quarter  to  one,  but  as  the  ratio  in  France 
and  Holland  was  about  fourteen  and  a  half,  it  continued  to  be  profit- 
able to  export  silver  from  England  to  those  countries  and  to  import 
gold  into  England.  Silver  disappeared  from  circulation,  gold  became 
the  sole  metallic  medinm  of  exchange,  because  it  was  the  cheaper 
metal  at  the  legal  ratio,  and  the  law  of  1S16,  which  gave  England  the 
gold  standard,  simply  recognized  in  law  what  had  been  the  fact  prior 
to  the  suspension  of  cash  payments. 


An  object  lesson  in  tlie  effects  of  ti  depreciated  currency 
^jTNras  afforded  the  Eiiglisb  people  by  Iht  condition  of  affairs 
Biu  Ireland,  which  had  a  currcno-  of  her  own.  The  Irish 
sbilUng  contained  thirteen  pence,  and  as  the  pound,  both 
KagUsh  and  Irish,  contained  two  hnndred  and  forty  pence, 
EngHsh  money  was  more  valuable  than  Irish  iu  the  propor- 
tion of  j^ioo  to  jCiofi  6i.  Sd.  The  par  of  exchange  between 
HtiglatidaDd  Ireland  was  therefore  called  eight  and  one  third. 

fThe  Bank  of  Ireland  was  directed  to  sust>end  specie  pay- 
tneotsat  thestinietiiueasthe  Bank  of  Ktiglnnd,  and  exchange 
was  maintained  at  a  point  favorable  to  Ireland  until  the 
autumn  after  the  pa:>&age  of  the  lestriclion  act  ia  England. 
Exchange  then  began  to  fall,  which  made  it  unfavorable  to 
Ireland,  until  in  January,  1804,  it  had  reached  a  depre^ion 
of /18  in  the  hundred.  The  hank  had  been  increasing  its 
issues  until  they  were  more  than  four  times  the  amount  at 
the  time  of  the  restriction.  A  committee  of  Parliament  was 
appointed  in  1804  to  con-nder  the  subject  and  they  found 
that  the  exchanges  were  uoniiuatly  unfavorable  because  of 
the  depreciation  of  the  Irish  paper.  The  directors  of  the 
Bank  of  Ireland  who  appeared  before  the  committee  would 
DoC  admit  thai  Ihis  was  thecal  and  mainlaiuL-d  that  the 
large  issues  of  paper  money  were  to  supply  the  place  of 
gold  which  had  been  taken  out  of  the  country  to  pay  remit- 
tance<i.  One  of  ihcm  advanced  the  same  extraordinary 
doctrine  advaticetl  a  few  years  later  in  England,  that  "the 
mere  buying  of  gold  at  an  advanced  price  beyond  that  of  the 
mint,  is  the  effect,  and  not  the  cause  of  the  exchange,  and, 

rercfore,  no  proof  of  the  depreciation  of  the  paper  itself." 
The  committee  refused  to  be  misle<l  by  this  sort  of  argu- 
ment and  found  that  the  real  exchange,  when  allowance  was 
made  for  the  depreciation  in  the  paper,  was  favorable  to 
Ireland.  A  convincing  proof  that  it  was  so,  if  there  were  do 
>tbers,  was  found  in  the  fact  that  the  exchanges  between 
England  and  Belfast  were  favorable  to  Belfast,  because  pay- 
acnts  at  Belfast  were  made  in  specie,  at  the  vcr>-  moment 
lat  they  were  unfavorable  at  Dublin,  where  paper  was  the 
Still  further  demonstration  of  the  simple  mathe- 
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matica!  proposUioti,  tbat  the  fall  iii  tbe  excluuige  was 
measured  b>'  the  depreciation  in  the  pajKr  moacy,  and  not  by 
any  causccommon  to  Irish  industry  or  banking,  was  afforded 
by  tlie  fact  that  there  was  a  tocfll  difierence  of  exchange  be- 
tween Dublin  and  Belfast,  which  pot  specie  at  n  premium  of 
ten  or  twelve  per  cent,  in  Dublin,  while  it  passed  at  par  in 
Belfast  a5  the  only  medium  of  exchange.'  The  committee 
recommended  that  the  relations  between  the  cnrreucies  of 
the  two  countries  be  Mtiiplificd  by  making  the  notes  of  the 
Bank  of  Ireland  payable  in  Bank  uf  Kagland  pai>er  and  tbat 
the  Bank  of  Ireland  establish  a  fund  in  London  for  that  pur- 
pose. Ijttle  attention  seems  to  haveT>een  pnid  to  this  report 
and  the  recoiiimendatiou  that  tUe  curreiidirs  be  aitsimilatcd, 
which  was  made  by  Mr.  Farncll  in  Parliament  in  1809,  was 
rejected  without  a  diviwon. 

The  depreciation  of  the  Bank  of  England  notes  did  not 
advance  rapidly  until  the  period  of  coumiercial  speculation 
which  canscil  the  panic  of  iSio.  The  price  of  gold  in  l>ank 
paper,  which  bad  risen  to  j^4  5/.  per  ounce  in  1800.  fcU  back 
to  about  £,\,  representing  a  depreciation  of  two  aad  a  half 
shillings  or  about  three  and  two-tenths  per  cent.,  and  re- 
mained at  substantially  this  &£ure  until  1809.  The  price  of 
gold  rapidly  advanced  during  the  following  year  until  the 
mint  price  of  gold  was  ^\  1  i.t.  or  a  depreciation  of  17.4  per 
cent.  Exchange  with  Hamburg  bad  been  falling  with  the 
depreciation  of  the  currency  and  oit  February  i,  tSicx  Mr. 
Horner  moved  for  several  accounts  relating  to  the  currency 
jind  exehangeft.  The  committee  wa.'t  then  appointed  whose 
-work  has  become  so  famous  in  the  literature  of  finance  as 
the  Bullion  Report.  The  committee,  in  an  endeavor  to  ascer- 
tain the  true  cause  of  the  unfavorable  exchanges,  examined 
A  liiTge  number  of  witneases.  including  directors  of  the  Bank 
of  England,  piii'ate  bankers,  business  men,  and  students  of 
fmance.  The  conclusions  of  the  committee,  however,  Avere 
dirt.-ctly  adverse  to  the  opinions  of  the  banker;*  and  in  accur- 
^lance  with  those  of  the  most  enlightened  students  of  the 
nlMiract  problems  of  finance  and  ptilitical  economy. 

'  Uiu:l.c«d,  Thect^  anj  J^mtuv  of  ISankivg.  II  ,  14. 
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Tbe  report  which  the  comtntttee  presented  to  the  House 
of  Cuiimioii^  touk  its  place  at  onc>e  among  the  classics  of 
finance  and  has  hccn  one  of  the  guides  of  iwund  banking 
from  tbat  time  to  this.  It  is  a  remarkable  fact  that  Mr. 
Homer  was  a  young  man  of  thirty-lwo  who  had  never  given 
more  tliau  a  general  attention  to  fiiiniidal  subjects.  He 
•timpty  listened  attentively  to  the  testimony  of  the  best  ex- 
perts who  appeared  before  the  committee  and  with  singular 
clearness  of  vision  grasped  the  correct  principles  of  regulating 
a  banking  currency  and  discarded  the  shallow  sophistries 
and  "  practical  rtiles  "  wliicb  were  presented  to  him  by  tbe 
great  bankers  of  Loudon.'  The  Bullion  Report  is  remarkable 
not  only  for  the  clearness  and  precision  with  which  it  hi>-s 
down  the  fundamental  rules  for  regulating  the  volume  of  a 
paper  currency,  but  for  the  discriminating  judgment  with 
which  it  discusses  limitations  of  tlic  then  existing  theories 
«f  prices  and  CHrrenc>'  which  only  came  to  be  generally 
accepl^ed  by  political  economists  a  generation  later  and  have 
not  been  accepted  by  all  of  them  to-day.* 

The  undisputed  facts  uixin  which  the  bullion  committee 
based  their  report  are  summed  up  by  Professor  MacLeod  as 
follows ' : 


*  M.  Jnxlor  remnrlu  that.  "  There  is  mlmys  MnethinK  which  blinds 
iboac  the  bnt  placed  to  see,  nail  it  is  not  tbe  jMrrtons  tngajretl  in 
affairs  who  sre  ilie  best  judges  of  llieiiiecbautsin  Ibey  dirrct  or  which, 
r«l»*r,  twecps  tbem  *lon(j." — IK-t  Criui  CommfrctaUt,  341.  I'or 
BimiUr  TJciw  -sec  Price,  Curretuy  anU  .Banking,  3-4  ;  Bagebot,  Cam- 
fianfSirfrt,  Works,  V..  it}-l$. 

*Mr.  Ilonier  biroself  cx[>f«a«e(1  a  modest  opinioB  of  tbe  litersry 
merits  of  tbe  report,  but  dcclatcd  tbal  It  posscwed  one  gteiit  merit. 
"  That  it  dedare«  iii  wry  plain  atiil  pointed  Icnas  Iwtb  tbe  tme  doc- 
trine,  nod  tbe  cxistetice  of  a  |{Tcat  evil  ktowoik  uvt  of  the  ueKtcct  of 
lb>t  doctrine."  Fonions  of  the  report  were  written  hy  Mr.  Una> 
IciBMHi  and  Mr.  Tbontloo,  but  the  iaapiring  aplrit  wat  larfijeiy  Mr. 
Honier'a.  Tbe  views  act  forth  were  not  new  and  bad  been  eo  dearly 
Mated  by  Ur.  Rlcsrdo  in  hit  pamjihlel  on  "The  Iligb  Price  of 
Biillioii,"  Dint  »onie  of  Mr.  Rieartlo'a  fricnda  accused  Mr.  Uonier 
of  burrowing  Ihe  idras  without  proper  crcdiL 

*  Thfwy and /Vaiiiao/ Banking.  IL,  39. 
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1.  That  the  mint  price  of  gold  bullion,  or  the  legal  stand- 
ard of  the  coin  was,  £2  '^V-  loj^rf.  per  ounce. 

2.  That  the  market  price  of  gold  bullion  was  then  £^  los. 
per  ounce. 

3.  That  the  foreign  exchanges  had  fallen  to  an  enormous 
extent :  that  with  Hamburg,  nine  per  cent,  that  with  Paris 
14  per  cent. 

4.  That  the  increase  of  bank-notes  had  been  very  great 
during  the  last  few  years,  and  was  rapidly  augmenting. 

5.  That  specie  had  disappeared  from  circulation. 

The  report  made  by  the  committee  was  divided  into  four 
parts,  the  first  dealing  with  the  causes  of  the  high  price  of 
gold ;  the  second,  with  the  state  of  the  foreign  exchanges 
and  the  reason  why  they  were  adverse  to  England  ;  the  third, 
with  the  conduct  of  the  Bank  of  England  in  the  regulation 
of  its  note  issues  ;  and  the  fourth,  the  increase  in  circulation 
of  the  Bank  of  England  and  of  the  country  banks  and  the 
increase  of 'their  discounts. 

The  demonstration  was  easy  to  intelligent  and  unprejudiced 
observers  that  the  high  price  of  gold  was  the  measure  of  the 
-  depreciation  of  the  bank  paper.  The  contention  of  some  of 
those  who  declared  that  bank  paper  had  not  depreciated,  but 
that  gold  had  risen  in  value  because  of  its  scarcity,  grew  out 
of  a  muddy  confusion  of  ideas  regarding  the  rdations  of 
prices  to  the  two  standards  of  gold  and  paper.  The  com- 
mittee  showed  that  the  question  of  prices  had  no  relation  to 
the  difierence  between  the  mint  price  and  the  market  price 
of  gold.  The  paragraph  in  which  they  made  this  clear  is 
as  follows : 

An  ounce  of  standard  gold  bullion  will  not  fetch  more  in  our 
market  tban  £i  171.  io}id.,  unless  jd  ijs,  lojid.,  in  oar  actual  cur- 
rency is  equivalent  to  less  tban  an  ounce  of  gold.  An  increase  or 
diminution  in  the  demand  for  gold,  or  wbat  comes  to  the  same  thing, 
a  diminution  or  increase  in  tbe  general  supply  of  gold,  will,  no  doubt, 
have  a  material  effect  upon  tbe  money  piicea  of  all  other  articles. 
An  increased  demand  for  gold,  and  a  consequent  scarcity  of  that 
article,  will  make  it  more  valuable  in  proportion  to  all  otber  articles  ; 
the  same  queatity  of  gold  will  purcbase  a  greater  quantity  of  any 
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ether  artlole  Uun  it  did  bcran  ;  In  otbertrords,  the  real  pd^  of  gold, 
OS  the  qunnlity  of  couiuKxliiJn  givcu  ui  cxcIi&qkc  for  it,  will  riM,  and 
(he  tnonfv  prii-m  of  nil  commoclitim  will  fall;  the  tnonry  price  of 
gold  itself  will  rrmnin  unaltered,  but  tbe  prices  «f  til  oih«r  commodi- 
lir.twill  fmll.  That  this  in  not  the  pnscDl  state  of  (kings  is  abun- 
dantly manifest :  Ibe  |iriL>e«  of  all  coouuodltka  have  riiea  and  gold 
appears  to  ba««  ri»«u  in  it>  price  oulj  in  common  with  tbem. 


Another  proof  tliat  it  was  not  the  scarcity  of  gold,  but  tlic 
depredation  of  paper,  which  increased  the  market  price  of 
gold  in  paper  was  the  fact  *'  that  bolli  at  Hamburg  and 
Amsterdam,  where  ihe  measure  of  value  is  not  gold  as  in 
this  counttT.'.  but  silver,  an  umisiial  demand  for  gold  would 
affect  its  money  price,  that  is.  liA  price  in  silver :  and  that 
as  it  does  not  appear  that  there  has  been  any  con^derable  rise 
in  the  price  of  gold,  as  ^'alued  hi  silver,  ax.  those  places  in 
the  last  year,  the  inference  is,  that  there  was  not  any  consid- 
erable iticreaae  in  the  demand  for  gold."  Tlic  committee 
also  called  attention  to  the  fact  that  on  previous  occasions 
"  the  excess  of  the  market  price  nf  gold  above  its  mint  price 
was  found  to  be  owing  to  the  bad  slate  of  the  ctureocy  ; 
liid  in  both  instances,  the  reformation  of  the  currency  cffectii- 
lly  lowered  the  mnrket  price  of  gold  lo  the  level  of  the  mint 
price."  By  parity  of  reasoning,  the  reformation  of  theex- 
i»ting  paper  currency  would  lower  the  price  of  gold  to  the 
level  of  the  mint  price,  without  regard  to  the  quantity  of 
commodities  which  either  form  of  currencj-  might  jnirchase. 
The  high  rate  of  exchange  against  England,  as  expressed 
in  paper  currency,  was  explained  by  some  of  the  witnesses 
as  being  due  to  a  large  baJrfbce  of  payment  due  from  Eng- 
land to  other  countries,  either  on  account  of  imports  of 
merchaQdine  or  expenditures  abroad  on  account  of  military 
supplies  and  subsidies.  The  committee,  however,  pointed 
out  that  it  had  "  been  long  settled  and  understood  as  a  prin- 
ciple, that  the  difference  of  exchange  resulting  from  the 
state  of  trade  and  payments  between  two  countries  ii;  limited 
b>*  the  expense  of  con^-eying  and  insuring  the  precious 
metals  from  one  conn)r>-  to  the  other  ;  at  least,  that  it 
cannot  for  any  considerable  length  of  time  exceed  that  limit. 
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The  rea!  difference  of  cxcliange,  resuUiiig  from  the  slate  of 
trade  aad  payments,  never  can  fall  lower  than  the  amount 
of  siKh  expense  of  carriage,  including  the  insurance."  If 
proof  were  needed  of  this  simple  proposition,  it  was  fur- 
nished by  the  answers  givea  to  the  searching  questions  of 
Uk  committee  by  Mr.  GrcfTulhc,  regarding;  the  actual  rale 
of  exchange  in  coin.  *"  From  tlicsc  answers  of  Mr.  Greffulhe, 
it  appears,"  said  the  committee,  "that  when  the  computed 
exi^iange  with  Hamburg  wa.s  29,  that  is,  from  16  to  17  per 
cent,  below  par,  the  real  difference  of  exchange,  lesuUing 
fiwD  the  stale  of  trade  and  balance  of  payments,  was  no 
more  than  Sve  and  n  half  per  cent,  against  this  couiilr>-." 
Ttw  committee  concluded,  therefore,  that  after  making  the 
Bceeaotiy  allowances  for  the  balance  of  trade  and  payments, 
IbMC  still  remained  a  fall  of  11  percent,  in  the  exchange  with 
Kunburg  *'  to  be  explained  in  some  other  miinner." 

Mr.  tlarmari,  one  of  the  directors  of  the  bank,  declared 
befocr  the  committee,  "I  ranst  ver>'  materially  alter  my 
optnioos  before  I  can  suppose  tlint  the  exchanges  will  be 
ittSveoced  by  any  modification  of  our  papt-r  currency."  Tlie 
eoauaittte  furnished  him  in  their  report  tlie  evidence  of 
tbe  deiwcdatlati  of  the  Scotch  currency,  when  the  optional 
chaUB  of  paymetit  %va.i  in.serted  after  the  Seven  Years'  War  : 
tiM  depreciation  of  Irish  currency  six  years  Iwfore  ;  and  the 
tle|«Tciation  of  the  notes  of  the  Bank  of  F.ngland  itself  three 
^f^aih  after  its  foundation.     The  commillec  then  declared: 

^Tfedtt  tttc  former'  cyitrm,  wb«n  tb«  tiank  vo*  bnand  to  snnrcr  its 
votM  in  specie  apon  demand,  the  state  of  the  foreign  vxcbmiKC)  »xA 
tk*  pric*  of  p>l4l  ilid  most  materiallf  fnflucnce  ita  conduct  in  tbp  tftrae 
Wtbcwc  BolM,  thoQKb  it  »-iu  not  the  practice  of  tbe  direelon  Byst«- 
■MlicftUjr  to  wkti^h  either  ttic  one  01  tbc  other.  So  long  u  gold  ww 
<iw*i'itit'li  for  their  paper,  tbey  were  speedily  apprfwd  of  a  depre*- 
slcwi  (>f  tfa«  csrtiaiigc,  and  a  ri*e  in  tbc  price  nf  koIH,  hv  n  nm  upon 
llivni  f>vr  that  uttirle.  If  at  any  tlinc  Ibey  iucautloiwly  cxrcfiled  file 
fWOpM  timlt  of  tlirir  ndtmnivs  «nr1  iunn.  tlip  pnper  wnK  (inirkly 
bmiigbt  iMCk  lu  llirot,  bjr  Uiok  who  were  tempted  to  profit  by  tbc 
ourkci  priccof  ^nldor^r  tbentcof  exchao^.  la  this  maasertbe 
evil  MMH  rarrd  it^lf. 

The  committee,  in  ukiug  up  the  question  of  cxccsmvc 
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issues,  mnde  the  discrirninnting  ailmission.  "  that  llie  mere 
□americal  relam  of  tlitr  amouul  of  baiik-uotes  out  in  circula- 
tion caiiuot  be  coiusidcred  as  at  all  deciding  the  question 
whether  such  paper  is  or  is  not  excessive.  It  is  necessary 
to  hnve  recourse  to  other  tests."  The  eoonomj*  of  money 
was  referred  to  which  had  taken  place  iu  late  years,  bj-  "  the 
incrcaaed  use  of  bankers'  drafts  in  the  common  payments  of 
London;  the  contrivance  of  bringing  all  sucli  drafts  daily  to 
a  common  receptacle,  nrhcre  they  arc  balanced  against  each 
other  ;  the  intennedJate  agency  of  bill-brokers  ;  and  several 
other  changes  in  the  practice  of  London  bankers."  Not- 
withstanding this,  the  coniniittee  foimd  an  approximate 
increase  between  1808  and  1809  of  ^3.095.340  in  country 
bank-notes,  and  about  ^i,500.oooin  Bank  of  England  notes. 
The  sospcnsion  of  cash  payments  imposed  no  other  expense 
upon  the  issuers  of  this  paper  than  the  printing  of  the  notes 
and  some  ^100,000  iu  stamp  taxes.  The  committee,  tliere- 
fore,  asserted  their  concUisions,  "That  there  is  nt  present 
au  excess  in  the  paper  circulatiou  of  this  coiiuirj-.  of  wliicti  the 
most  unequivocal  symptom  is  the  vcr>'  high  price  of  bullion, 
aiHl  next  to  that,  the  low  state  of  the  Continental  exchanges ; 
that  this  excess  is  to  be  ascribed  to  the  want  of  a  sufficient 
check  and  control  in  the  issues  of  paper  from  the  Bank  of 
England  ;  and  originally  to  the  stispcnsioii  of  cash  payments, 
which  removed  the  natural  and  true  control." 

The  Bullion  Report  was  presented  by  Mr.  Homer  to  the 
House  ou  June9,  idio,  but  was  not  taken  up  for  considera- 
tion until  May  6,  181 1.  The  debate  was  opened  by  Mr. 
Homer,  who  sirake  for  three  hours  and  closed  by  moving  a 
series  of  sixteen  resolutions.  These  resohitiousdcctared  that 
when  Parliament  pas-sed  the  restriction  act,  it  had  no  inten- 
tion that  the  value  of  the  bank-notes  should  be  altered,  but 
that  they  had  for  a  considerable  time  been  below  their  legal 
value,  and  that  the  extraordinary'  depression  of  the  foreign 
exchanges  was  in  great  part  due  to  the  depreciation  of  the 
carrenC)'  of  England  relative  to  that  of  other  countries.  The 
6nal  rtsolntions  dccl.irc<l  that  the  only  method  of  preserving 
the  paper  currency  at  its  proper  valiw  was  to  make  it  paya- 
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ble  on  dcniaud  in  the  legal  coiu  of  tlie  realm,  and  that  cash 
payments  ought  to  be  rcsiimi-d  at  Ibc  end  of  two  years.  The 
report  Wfts  ably  supported  by  Mr.  Ilenrj-  Thornton,  but 
wa»  assailed  by  Mr.  Rose,  Mr.  Vansittarl,  and  others.  Mr. 
Vau?iiltart  maintained  that  "a  standard  in  the  sense  used  by 
these  gentlemen,  namely,  a  fixed  and  invariable  weight  of 
the  precious  metaU  as  a  measure  of  value,  never  existed  in 
this  conutij'."  His  idea  was  thai  the  pound  sterling  was  a 
sort  of  intangible  thing,  and  that  the  p.ipcr  poniid  was  not 
to  be  considered  as  depreciated  so  long  as  it  fonued  ilic  cor- 
retit  medium  of  exchange,  and  was  accepted  iu  the  discharge 
of  obligations.  The  effort  was  made  l)y  the  defender*  of 
paper  money  to  deny  any  difference  between  gold  prices  and 
paper  prices,  but  it  was  disdosed  in  the  courac  of  tlie  debate 
that  the  government  themselves  were  making  a  disliuclion 
by  paying  guineas  to  the  soldiers  in  Guernsey  nt  the  value 
of  33  shillings,  although  their  legal  value  was  only  31 
sliillings. 

The  country  was  nut  ready  to  return  to  a  specie  basis,  and 
Mr.  Homer's  first  resolution  was  defeated  by  a  vole  of  75 
in  the  affirmative  to  151  in  the  negalive,  and  his  final  reso- 
lution  by  a  vote  of  45  to  iSo.  Mr.  Vausittart  followed  up 
his  vidoTj'  by  a  aeries  of  resolutions,  to  the  effect  "  That  the 
promissor>*  notes  of  the  Bank  of  England  have  hitherto 
been,  and  are  at  this  time  held  to  be,  equivalent  to  the  legal 
coin  of  the  realm,"  and  that  the  price  of  bullion  and  the 
state  of  ihe  foreign  exchanges  were  in  no  way  due  to  exces- 
sive is5«es  of  bank  paper.  Notwithstanding  the  protests  of 
the  better  informed  members  of  the  Hou»^e,  an  aiuendment 
by  Mr.  Canning  was  rejected,  43  to  83,  and  Mr.  Vansittart's 
astounding  re^utioiis  were  carried. 

The  opponents  of  the  Bullion  Report  laid  stress  upon  (be 
fact  that  gold  was  not  sold  openly  at  n  premium.  The  rea- 
son was  the  belief  that  it  was  a  in-nal  offence  to  part  with  a 
bank-note  for  less  thau  its  face  value  in  bullion,  ami  at  the 
very  moment  of  the  debate  ou  Mr.  Homer's  report  thrc« 
men  were  lying  in  prison  (or  selling  guineas  for  more  than 
twvtity-ooe  shillings  under  an  old  statute  of  Edward  VI. 
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The  issue  soon  after  caiiw  before  the  Court  of  Common  Picas 
aarl  they  unanimously  qtinslied  n  conviction  under  the  law 
and  declared  that  it  was  no  crime  to  seU  guineas  at  a  pre* 
mium.  Lord  King:  in  March.  i8i  i,  issued  a  circular  to  sev- 
eral of  his  tennnt»,  reminding  tlieni  that  their  contract  was 
to  pay  a  certain  quantity  of  the  legal  coin  of  the  coiinlry.  and 
that,  as  tlie  paper  currency  was  considerably  depreciated,  he 
should  in  future  requirt;  his  rents  to  he  paid  iu  the  legal  coin 
of  the  realm,  in  Portugese  coin  of  equal  weight,  or  by  a  suffi- 
cient amotuit  of  bank-notes  to  purchase  the  ueces^rj*  weight 
of  standard  gold.  This  attempt  to  establish  a  gold  price 
distinct  from  the  paper  price  of  commodities  caused  a  tem- 
pest of  rage  among  tiie  advocates  of  a  paper  currcncj'  and 
led  to  the  charge  againt  Lord  King,  so  much  bandied  about 
in  Prance,  of  incivism.  A  bill  was  promptly  ininxluccd  into 
Parliament  by  Lord  Stanhope,  making  it  a  misdemeanor  to 
make  auy  difference  in  payments  betwccu  guineas  and  bank- 
notes. The  measure  passed  the  House  of  I^rds  by  a  vote 
of  43  to  1 6.  and  the  House  of  Commons  by  a  vote  of  95  to  20. 
The  disasters  to  the  coimlry  banks  during  1815  and  ifti6 
greatly  reduced  the  volume  of  paper  a6oat  aud  made  way 
for  additional  issues  by  the  Banl:  of  England.  The  reduc- 
tion iu  countr)-  bank  paper  iit  circulation  is  estimated  by 
Profcasor  Macl^ixl  '  at  three  times  the  amount  of  the  issue 
of  the  Bank  of  Euglaud,  and  the  eff'ect  was  immediately  felt 
in  the  rise  iu  value  of  Bank  of  England  notes.  The  market 
price  of  gold  in  paper  fell  from  ^5  65.,  in  May.  1815,  to  ^3 
i8f.  61/..  or  within  three  per  cent,  of  par,  in  October,  1816. 
Foreign  exchange  rose  in  a  corresponding  degree,  and  these 
rates  prevailed  until  the  mid-summer  of  1817.  The  bank 
had  been  preparing  during  the  peace  in  181 5  to  resume 
ftpecie  payments  and  were  able  after  the  final  overthrow  of 
Napoleon  to  announce,  iu  November,  i8r6,  that  they  would 
pay  all  notes  dated  p^c^'io^8  to  January  1,  t8i3,  and  tliat  ia 
the  following  April  they  would  pay  all  notes  dated  before 
January  1.  i8t6.    Resumption  was  thus  almost  accompUslied 
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and  the  peoi>le  were  found  to  be  so  accustomed  to  a  paper 
currency  that  little  demand  was  made  for  gold  and  roaiij- 
pcisons  who  bad  hoarded  gold  presented  it  for  exclionge  iu 
bank-notes. 

Cash  payments  were  not  yet  established  by  law,  however, 
and  the  rcstrictiou  had  been  continued,  after  Napoleou's 
return  from  Elba,  until  July,  1818.  The  return  of  pence 
brought  a  great  many  foreign  borrowers  to  Eagland. 
Prussia.  Austria,  and  other  M.ntcs  were  endeavoring  to  ob- 
tain gold  to  reform  their  cuireucica.  The  result  was  a 
heav-y  drain  upon  the  gold  Teser^•e.  which  bad  reached 
^11.914.000  iu  October,  1817.  and  ihe  reappearance  of  a 
prcuiiuni  upon  coin  and  bullion.'  Advances  to  the  goi-em- 
ment  n-ere  increased  from  /^3o,ooo,ooo  to  ^'28,000,000  and 
the  bank  made  no  effort  to  restrict  their  issues,  in  the  face 
of  the  foreign  drain  and  a  new  increase  in  the  circulation  of 
the  country  banks.  It  was  perfectly  evident  that  specie 
payments  could  not  long  be  maintained  with  the  paper  price 
of  gold  at  j^4  .v.,  or  about  seven  per  cent,  -premium,  and 
connnittees  were  appointed  on  February*  3,  iSig.  by  both 
houses  of  Parliament  to  inquire  into  the  slate  of  the  bank. 
Tliey  reported  iu  favor  of  a  further  suspen^ori  of  specie 
paymenui  and  a  bill  for  the  purpose  became  law  on  April 


*  The  qnestien  was  much  (liscuBaed  by  tlie  orthodox  belte^-cn  of 
tbc  duaical  achool  of  politic*!  economy,  why  pticcs  of  conmotlitio 
iliil  not  fxll  wiUi  tlie  export  of  |{old  and  invite  foieitfu  porcttaaers  of 
B>igti»b  RirrcbAndtM.  A«  Prof,  .^umurr  piitit  it  {Uislory  of  ^mtrioM 
Currmcy,  3^),  "If  nil  nntiona  n.it<l  fli>ccie,  or  cveu  paper  aod  specie, 
in  oa\y  due  proporlion  it  votild  be  as  impowible  for  one  nation  lo  be 
draiacd  of  >pccic  a*  for  New  York  barbor  to  be  drained  of  water  by 
tbc  tide."  But  «ll  uatioii»  do  not  tnc  specie  only,  but  credit,  and 
notlvni  experiroce  lia«  demoiulrnted  that  price*  do  doI  move  up  aad 
down  witb  xol<l  cxpOTta  ami  impoits,  but  under  tbe  opcntioQ  of 
miKb  wider  caoses  in  the  credit  inarkcL  Tlic  Bank  of  EnKbiiid  did 
not  employ  at  this  lim«  lh«  nxtbod  of  protectuiR  its  caidi  by  rainng 
tbe  rsic  of  diaeounl,  and  the  orthodox  theory  of  price  movements  was 
of  no  practicBl  arnll  againtt  tbe  operation  of  apecJal  uausm  whicti 
drew  off  KoM.  Sec  aa  outline  of  tbe  diaciucion  in  Momfy,  by  Froneia 
A.  Walker.  356-58. 
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Stb.  Tlie  bill  forbade  the  bauk  to  make  paymeiit:«  in  gold 
either  for  fractional  sums  or  for  any  of  lUeir  uotes  Juriiig  tlif 
session  of  Parliament.  The  coramittws  llicn  acldresi-scci 
themselves  to  b  full  hearing  regarding  the  bank  mnn-iKe- 
mcnt  and  the  best  means  of  resuming  specie  paymcuts  upou 
a  secure  basis. 

The  tentimotiy  taken  by  the  cotiimiltees  indicated  a 
marked  advance  in  liouud  opinion  among  bankers  and  btisi- 
uess  men  since  the  adoption  of  tbc  comic  resolutions  of  Mr. 
Vansittart.  Nearly  all  the  witnesses  admitted  the  inflnence 
of  the  irredeetnable  circulation  upou  the  foreign  exchanges 
and  the  necessity  of  curtailing  the  circulation  when  the  cx- 
chauges  Ixrcame  unfavorable  and  the  automatic  regulation 
of  redemption  in  coin  on  demand  was  lacking.  The  majority 
of  the  bank  directors  were  not  convinced  of  the  wisdom  of 
these  \ncws  until  several  years  later,  bnt  Sir  Robert  Peel 
changed  his  opinion  completely  and  found  a  po%^'erful  sup- 
porter in  Lord  Grenx'ille.  who  was  a  member  of  the  Cabinet 
which  originally  proposed  the  restriction  act.  Liwd  Gren- 
villc  went  so  far  as  to  declare  that  he  considered  ihc  restric- 
tion one  of  the  greatest  calamities  under  which  the  couutr>- 
labored  and  to  deplore  the  part  which  he  had  himself  taken 
when  it  was  proposed.  While  the  bnnk  was  enabled  by  the 
act  to  lend  money  with  one  hand,  he  declared,  it  was  with 
the  otiier  shaking  the  foundation  of  contracts,  afTectiug 
prices,  and  involving  the  country  in  distress  and  individuals 
in  ruin  ten  times  greater  than  any  hene6tt  they  could  derive 
from  liberal  issues. 

Both  houses  concurred  in  the  passage  of  a  bill  for  the 
gtadaal  resumption  of  specie  payments  by  the  reduction  of 
the  mint  price  of  gold.  It  was  provided  that  after  February* 
I.  i^To,  the  bank  should  be  required  todeltver  gold  of  stand- 
ard fineness  in  quantiticsof  not  less  than  sixty  ounces  at  ^4 
tr.  per  ounce  ;  that  after  October  1.  1830,  the  rate  should  be 
reduced  to  /'a  igj.  6rf.,  and  after  May  i.  iMt.  to  the  mint 
price  of  ^i  i-js.  iQ^d.  per  ounce.  The  provision  for  pay- 
ment in  bullion  «-as  adopted  so  as  to  prevent  a  run  upon  the 

bank  for  coin  by  small  note-holders,  while  it  established. 
» 
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substajitiat  coin  rcdeiitptioii  wbeii  tbe  bullion  came  to  be 
delivertHl  at  the  mint  price.'  TIur  liability'  to  pay  in  bullion 
was  to  continue  uutil  May  I,  1S23,  af^er  which  full  redemp- 
tion in  coin  on  demand  n-as  to  be  required.  Tlie  stnlutes 
rCRlricting  the  trade  in  gold  coin  and  buUiou  were  repealed 
and  Mr.  Pitt's  practice  of  free  borrowing  from  the  hank  was 
cut  off  by  an  acl  forUdding  ad\'ancc!i  of  any  dcr^riptioii 
without  the  express  authority  of  Parliament.  It  is  probable 
that  the  bank  would  have  been  able  to  resume  cash  paj  uienta 
without  authority  of  legislation,  within  the  time  which  the 
act  Tvquired,  but  its  passage  by  Pnrliaineut  did  much  to 
educate  and  crj'stallize  public  opinion  and  to  protect  the 
bank  during  the  attacks  upon  the  resuiupcion  act  which  were 
made  witbiu  the  next  few  j'cars. 

The  accumulation  of  gold  in  the  Bank  of  England  was  so 
rapid  tliat  it  became  possible  to  pass  an  act  in  1821  permit- 
ling  full  resuniption  on  May  i,  1811.  The  goi*erument 
repaid  ^10.000.000  of  its  obligations  to  tltc  bank  and  specie 
payments  were  resumed  in  coin  at  the  date  fixed  by  law. 
The  bad  bart-ests  and  commercial  ct^psc  led  to  se\-eral 
attacks  apon  the  re.sumption  act  in  Parliament  iu  i8aj  and 
1823,  but  they  were  rejected  by  large  majorities.  It  was 
pointed  out  in  the  cour%  of  the  debntc  that  tlie  low  price 
of  wheat,  which  was  a  great  cause  of  discoutent  among  the 
agricultural  cla.<«,  could  not  well  be  du&  to  the  alleged  con- 
traction of  the  currency,  for  a  greater  decline  had  taken 
place  in  France,  which  had  been  steadily  tii>nn  a  metallic 
ba^ii^  luid  a  like  decline  in  other  Continental  countries  where 
depreciated  paper  was  still  the  medium  of  circulation.  The 
price  of  wheat  at  Vienna,  in  spite  of  the  large  volume  of  tlie 
AtLstrian  paper  currency,  had  dnippcd  from  1 14/.  in  March 
1817.  to  19J.  bd.,  iu  Sei>tember,  1S19.  It  was  shown  also 
that  the  amount  of  ciirrcncv-  in  England  bad  increased  rather 
than  dtininished,  for  the  paper  issueshad  ntrt  been  materially 
rctluccd  and  a  large  mass  of  coiu  bad  been  infused  into  the 
circulation.     Tbe  outy  concession  obtained  by  the  opponents 
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of  rcMiiiiptioii  was  the  statute  of  1822  (Chapter  70).  author* 
izing  cotinlo-  bankers  to  continue  the  issue  of  notes  for  Cx 
until  the  expiration  of  the  chftiter  of  the  Bank  of  EngLiud 
in  1833.  The  permission  to  issue  £,\  notes,  whtcli  had  been 
given  to  tile  liaiik  of  Knglaiid  in  1797  and  continued  during 
the  entire  period  of  rcstriclion,  was  withdrawn  by  the 
resamplion  acts. 

The  eflWt  of  the  monopoly  of  the  Bank  of  England, 
which  deprived  any  corporation  or  large  finn  of  the  power  to 
usuc  notes,  but  IcH  the  power  to  firms  of  «x  persons  or  Ic^is. 
was  the  subjwi  of  severe  criticism  ever>'  time  that  the  Kmall 
country  banks  \%'ere  swept  away  iti  n  period  of  indiiKtti:il 
deprcsstnu.  The  .sncccss  of  the  Scotch  banking  system  nas 
attracting  attention  and  CugHsh  financiers  were  de:drou:i  of 
adopting  it  in  Kngland.  It  was  suppceed,  liowcvcr.  down 
to  1823,  that  no  Joittt  stock  bank  could  be  lawfully  established 
in  England  bccaiLsc  of  the  exclusive  privileges  conferred 
upon  the  Hank  of  England  by  the  Act  of  1743.  It  was 
found,  upon  careful  inspection  of  the  act,  and  having  in 
view  the  rule  of  law  that  a  penal  statnte  mast  be  constnied 
strlcdy,  that  the  rentricliona  were  limited  in  their  application 
to  banks  of  i-ssuc.  The  failure  to  make  any  distinction  up 
to  this  time  between  the  power  toestablish  joint  stock  banks 
for  the  purpose  of  insuing  notes  and  the  power  to  establish 
them  for  other  purpo^s  was  due  to  the  early  impression  that 
banking  could  not  be  carried  on  without  the  issue  of  notes. 
The  London  private  baukers  had  for  thirty  years  su&peuded 
the  nse  of  circulating  pruniissory  notes,  but  the  tradition 
lingered  that  joint  stwk  hankscould  not  bcotablished  with- 
out infringing  the  legal  monopoly  of  the  Bunk  uf  England. 
Mr.  Joplin  in  a  pamphlet  issued  in  1823  announced  his  dis- 
coverj'  that  the  charter  of  the  bank  "  does  not  pre\*ent  pub- 
lic banks  for  the  depOKit  of  capital  from  Ijeing  established."  ' 

There  was  ualural  hesitation,  even  after  this  discovery,  to 
embark  iu  joint  stock  banks  of  deposit  without  specific 
aulhurity  of  law,  but  the  diKcovery  probably  had  something 
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to  do  wilb  wringing  concessions  from  the  Bank  of  Eugland 
and  improving  tlie  existing  system.  The  government  pro- 
posed to  the  bank  in  1823  that  it  consent  to  the  creation  of 
joint  stock  banks  of  is^uc  at  a  distance  of  sixt>-G%*e  miles 
from  Itondou,  upon  condition  of  the  extension  of  the  bank 
charter  for  ten  years.  Tliis  ptopositioii  was  rqected,  but 
the  subject  was  revi\'ed  after  the  dreadfnl  panic  of  1825. 
The  time  for  the  renewal  of  the  charter  was  drawing  nearer 
and  the  bank  consented  to  the  Act  of  1826,  establishing 
joint  stock  banks  of  issue  beyond  the  radius  of  «xty-five 
miles  from  London  and  requiring  the  bank  to  establish 
Iwanclies.  These  joint  stock  banks  were  authorized  to  i&aue 
notes,  but  they  were  not  to  issue  them  within  the  i)Tcscribcd 
distance  nor  to  draw  upon  their  London  agents  any  bill  of 
exchange  payable  on  demand  or  for  any  less  sum  than  ^^50. 
A  sworn  list  of  the  shareholders  and  places  fur  carrying  on 
business  was  required  of  the  new  banking  companies,  bat 
few  restrictions  were  Imposed  as  to  their  luanageiuent,  cifHtol, 
or  cash  reserve. 

Few  joint  stock  banks  were  formed  for  the  first  few  years 
after  the  Act  of  1826,  as  the  leading  country  bankers  already 
had  private  batiks  and  bod  no  wish  to  set  up  powerful  rivals. 
The  Bank  of  England  managers  cinng  to  the  monopoly  of 
banking  in  T.>Midon,  even  afler  they  bad  conceded  freedom 
beyond  the  sixty-five  mile  radtus,  and  begged  I,ord  Althorp. 
when  the  cliartcr  was  renewed  in  1833,  to  insert  a  clause 
clearly*  prcveuting  the  formation  of  joint  stock  banks  in  the 
Citjr.  Ijord  Althorp,  having  obtained  the  opinion  of  the 
law  officers  of  the  Crown,  in  favor  of  the  rithl  to  set  up  de- 
posit banks,  refused  to  inipn»e  new  restrictions  and  tartly 
reminded  the  directors  of  the  bank  that  the  bargain  was  that 
their  privileges  should  remain  as  they  were, — not  that  they 
should  be  extended.'  A  clause  was  inserted  in  the  Act  of 
>8J3,  spccJBcally  dedanng  that  any  body  politic  or  corporate 
or  pAftuersbip  might  carry  on  the  business  of  banking  in 
London  or  within  sixty-fi\*e  miles  Uicreof,  provided  they  did 


MacLeod,  Theory  amdi  /^adUe  nf  Bamking,  XL,  384. 
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not  issue  notes  payable  on  demAnd.  It  was  not  until  nfter 
this  act  that  it  was  seriously  attempted  to  set  up  a  joint 
stock  bank  in  London.  The  history  of  these  banks  is  not  a 
pajt  of  the  history  of  bauks  of  i;»ue,  but  it  \a  an  iuterating 
fact  that  the  first  was  the  London  and.  Westminster  Bank, 
which  was  originally  formed  as  a  pri\'ate  partnership  and 
whose  manager  was  Mr.  James  W.  Gilbart,  the  author  of 
one  of  the  most  complete  ami  intelligent  works  on  Cngh»h 
banking.  Joint  stock  banks  of  issue  were  formed  in  con- 
siderable numbers  in  the  prosperous  years  Receding  the 
panic  of  1836.  and  more  than  forty  were  established  in  the 
spring  of  the  latter  year.  The  number  issuing  notes  when 
the  restrictive  Act  of  1844  took  effect  was  73,  of  which  only 
35  still  retain  the  privilege. 

The  Bank  of  England  opened  its  first  branches  at  Glon- 
cestcr,  Manchester,  and  Swansea.  The  branches  were  able  to 
compete  on  favorable  terms  with  the  country  banks  and  to 
discount  bills  at  four  per  cent,,  where  the  old  bank<i  charged 
five  per  cent,  and  sometimes  an  additional  comniissioiu 
The  principal  advantage  which  the  country  bankers  re- 
tained was  the  txiyinent  of  interest  oh  deposits,  but  they 
felt  keenly  the  cumpetitiou  of  the  branch  banks  and  held 
a  meeting  as  early  as  December  7.  1826,  to  con.sider  it. 
They  adopted  resolutions  that  the  establishment  of  branch 
banks  "have  the  evident  tendencj-  to  subvert  the  general 
hanking  system  that  has  long  existed  throughout  the  coun- 
tr>',  and  which  has  grown  up  with,  and  been  adapted  to,  the 
wants  and  conveniences  of  the  public."  A  deputation  was 
sent  to  the  Chancellor  of  the  Exchequer,  who  promised  to 
give  serious  consideration  to  their  vie%vs.  Further  cause  of 
complaint  was  found  in  the  stamp  duties,  which  were  levied 
upon  the  countrj*  bank-notes  according  to  value,  while  a 
fixed  sum  was  accepted  from  the  Bank  of  England  for  their 
entire  issues.  The  restdt,  according  to  the  country  bankers, 
was  to  subject  them  to  a  tax  of  /"650  on  /"lo.ooo  where  the 
hank  paid  only  /is.  Tliis  protest  resulted  in  an  act  ex- 
tending the  pririlcgts  of  the  Bank  of  England  to  the  coun> 
try  banks,  but  the  gcucral  protests  against  the  braiKhes  were 
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answcrcil  by  the  assurance  lljat  "  the  inleresl  of  Ihc  countiy 
bankers  should  not  bu  ncgiecicd  in  any  neguUation  betweeu 
the  gox-erumeut  aud  the  Bank  of  Euglaud  for  the  renewal  of 
tlic  bank  charter."  ' 

The  extetisiun  of  ihe  country  bnnlcA,  without  any  legal 
rcgtilalion,  was  popularly  regarded  as  one  of  tJie  causes  of 
the  panic  of  i$35  as  well  as  of  some  of  the  earlier  panics. 
The  issue  of  small  notes  by  the  country  banks  tvas  treated 
by  eminent  statesmen  as  an  especially  dauge^uu^  feature  of 
countr)*  banking  and  as  having  a  tendency  to  expel  coin 
from  the  circulation.  Many  of  the'*  notes  were  retired  by 
the  insolvency  of  the  issuer*  in  the  panic  of  1S25  and  the 
miuislry  seized  the  opportuuily  to  propose  their  probibJtiou 
for  the  future.  Thcj-  took  steps,  without  waiting  for  Parlia- 
ment to  act,  to  prohibit  the  issue  of  the  required  stamps  f^r 
^i  and  j^2  notes  and  ihc  Chancellor  of  llic  Exchccjuer  made 
nn  eaHy  motion  in  Parliament  that  no  notes  be  issued  in  ttie 
future  under  ^5.  The  proposition  became  law  and  after  a 
sharp  contest  was  extended  in  1828  to  Scotch  nott^s  circula- 
ting in  Hugland.* 

The  approach  of  the  date  fixed  for  tlie  expiration  of  the 
bank  charter, — at  the  end  of  one  year's  notice  after  August 
I.  1833, — led  to  the  appointment  of  a  committee  of  the  House 
of  Commons  May  22,  1S32,  to  cousider  Ihe  privileges  to  be 
granted  in  the  extended  ctiartcr.  The  witnesses  examined 
discussed  Ihc  propriety  of  cstablisliing  juiul  stock  iMnks  in 
London  (which  most  of  them  opposed),  the  pubticatioos  of 
the  accounts  of  the  bank,  the  regulation  of  the  circulation, 
and  the  rate  of  discount.  The  subject  of  making  the  bank- 
notes legal  lender  except  at  the  bank  was  also  considered 
and  the  change  was  urged  upon  the  ground  that  tbe  notes 
could  then  be  used  by  the  country  banks  in  the  redemption 
of  Iheir  own  notes  in  times  of  panic  .ind  the  demand  fur 
gold  diminiiJied.    Lord  Althorp  moved  the  resolutions  for 

'GilUrl.  I..  70-73, 

'  Tlic  tuAtory  of  Scatcb  ani)  Imli  banking  will  show  ituit  the  eSbrt 
miiAe  at  Itiis  liniv,  to  deprive  Uiow  countries  of  tlie  me  of  amatl 
note*,  vraa  <tcfcat«d. 
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thr  rcTicwftl  of  the  charter  on  May  31.  1833.  and  it  was  de- 
cided by  a  vote  of  316  to  83  lo  proceed  wth  their  coosidcra- 
Uoo.  The  proposition  to  make  the  notes  legal  lender  except 
At  the  bank  prevailed  by  a  vote  of  314  tt>  156. 

The  new  charter  continued  the  exclusive  privilege  of  note 
issue  within  sixty-five  miles  of  London,  but  authorized 
country  banks  to  have  agencies  in  London  for  the  purpose 
of  paying  such  of  their  notes  as.  might  be  presented.  The 
hank  was  authorized  to  reduce  its  capital  by  one-fourth  of 
the  amount  of  tiic  debt  of  tlic  public  to  tlic  bank  and  in 
consideration  of  its  pririleges  surrendered  ^lao.ooo  of  the 
HOiount  allowed  annually  by  the  government  for  the  man- 
agement of  the  debt.'  Tlie  charter  of  the  bank  was  ex- 
tended to  one  years'  notice,  to  be  given  within  six  months 
after  the  expiration  of  ten  years  from  August  1.  1834.  and 
until  repayment  of  all  debts  due  by  Parliament  to  the  bank. 
The  renewal  of  the  charter  in  1844  extended  the  life  of  the 
bank  until  IweU'c  months'  notice  after  August  1.  1855.  and 
the  repayment  of  the  public  debt.  No  such  notice  was 
gi\*en  and  the  iKtnk  continued  to  operate  under  this  author- 
ity until  1870.  A  revision  was  mnde  at  that  time  of  the 
slfllnles  relating  to  the  public  debt,  and  it  was  enacteil  that 
the  Bank  of  England  shall  continue  a  corporation  until  all 
the  public  funds  are  duly  redeemed  by  Parliament.* 

The  period  following  the  crisis  of  1839  de\'eloped  a  pecul- 
iar doctrine  of  finance  in  Kugland,  which  obtained  a  strong 
footing  among  public  men  with  only  a  rudimentary  know- 
ledge of  political  economy  and  has  spread  to  some  extent 
on  tbe  Contiuent  of  Europe  and  in  the  United  States.     This 

'  The  govemmcnt  repaid  ooc^foarth  of  tbe  pcnutmcattlcbt,  BDi«nat- 
to^  (o  /^3.67i,ooDk  and  ie<liiciu]{  tbe  priadpal  lo  /ii.oij.ocn;  bat 
Ibe  bonk  never  nvniled  iUelf  of  the  penniuion  to  (IdlDCt  llie  ntnount 
btiin  its  cafnUl,  nlitch  rriiiaios  at  /'ii)<5S5.(xx\  where  it  was  fixed  iti 
I»i6.  Tlie  Imemt  on  the  ilcU  lo  the  bank  *■■  reilucefl  in  1893  from 
Ihrw  to  two  and  three-founbE  p«r  cent.,  And  changes  were  made  in  tbe 
aUowanc-i^i  fi>r  mnnaKine  ihe  dcM  vibicfa  oiftdc  tbe  total  Aaviog  to  tbe 
Kovemment  jf45.;oa— Loudou  Bankers'  Magaxinty  July,  ibga,  LIV., 

sot 
*  ClaoK  72,  Act  33  and  5J  Victoria,  c.  ;i. 
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doctrine  embodies  the  ideas  that  bank-notes  arc  a  form  of 
curTcnc>"  entirely  distinct  from  other  commercial  paper  and 
forms  of  credit ;  that  an  expansion  of  bank-note  issues,  even 
when  redeemable  in  coin  on  demand.  i.s  a  potent  cause  of 
commercial  crises  ;  and  that  tlie  way  to  prevent  criaes  is  to 
]>lace  fixed  limits  upon  bnnlc-notc  issues.  Few  advocates  of 
this  Uieor^*  have  undertaken  to  place  definite  limits  u\ion  the 
volume  of  bills  of  exchange  or  of  other  forms  of  commercial 
paper  issued  by  solvent  boironYrs,  but  they  have  mainUiiited 
thnt  bank-notes  were  money  for  all  practical  purposes  of 
daily  U!%  ;  that  an  undue  expansion  in  the  volume  of  moae>' 
has  stimulated  sjicculation  and  cxixrlled  gold  under  the  opera- 
tion of  Gresham's  law;  and  that  the  curtftilnicnt  of  note 
issues  would  maintain  sobriety  in  the  mercantile  world  aod 
restore  the  equilibrium  of  the  foreign  exchanges. 

The  advocates  of  tliis  view,  of  whom  the  moat  conspicu- 
ous were  Sir  Robert  Peel.  Lord  Overstooc,  and  Colonel  Tor- 
rcns.  named  their  new  discoveiy  "  The  ctirrencv  principle," 
and  immediately  set  out  Lu  rescue  the  commercial  world  of 
Great  Britain  from  future  disturbance  by  enforcing  their 
policy  in  a  modified  farm  upon  the  Bank  of  England.  Sir 
Robert  Peel  declared,  iu  advocatiiis  the  resumption  act  of 
iSig,  that  it  was  imiKJssiblc  to  prescribe  any  sjwcific  limita- 
tion of  issue  for  the  bank  and  tlut  the  quantitj*  of  circula- 
tion which  was  demanded  in  a  time  of  confidence  juried 
materially  from  the  amount  required  iu  a  period  of  despon- 
dency. He  became  a  complete  con\*ert  to  the  currency 
]ninciple  in  1844  and  introduced  the  bill  which  became  the 
basis  of  the  preaeut  charter  uf  the  Bank  of  TtiiKland.  The 
theory  of  tlic  currcucy  principle  was  so  (generally  accepted 
as  a  means  of  putting  an  end  to  panics  that  araendmeat  was 
refuaed  by  the  Uoum;  of  Couimous  by  a  vote  of  185  to  jo, 
and  the  bill  passed  llie  House  of  Lords  without  a  division, 
and  received  the  TO>-al  assent  on  July  19,  1S44.  The  bill 
absolutely  cut  off  the  creation  of  bonks  of  i.^sue,  except  by 
(he  unioti  of  existini;  banks,  and  made  the  future  elasticity  of 
KuKlish  currency-  dependent  uiion  deposits  of  coin  or  bullion 
with  the  Bank  of  England. 
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Tli€  new  charter  provided  for  the  separation  of  the  issue 

'department  fi-om  the  banking  department  of  the  Bank  of 
England  nnd  placed  the  iKsiie  department  under  the  charge 
of  a  committee  of  the  directors  appoiiUtd  by  the  entire  body. 
The  Goveruor  was  directed  to  traiisfcr  to  tlic  Issue  depart- 
ment on  Augtut  31,  1844,  securities  to  the  value  of  ^CU.- 

*paos>oa,  of  which  the  debt  dtte  by  the  go\*eniment  to  the 
ink  was  to  be  a  part.  Tlie  bank  was  also  to  deliver  to  the 
i<sue  department  cuch  of  the  gold  coin  and  bullion  as  was 
not  required  for  the  banking  department  and  was  to  receii.'e 

(inck  a  quantit)-  of  note<i  which  should  make  the  circnlation 
of  the  bank  exactly  equal  to  the  coin  and  bullion  on  deposit, 
plus  tlic  sum  of  ;iii4.ooo,ooo  represented  by  scairities.' 
Thenceforth    the    isNue  department  was  to  pay  coin  and 

■bullion  for  notes  and  issue  notes  for  coin  and  bullion,  and 

rno  department  of  the  bank  was  auttioTtzed  01  permitted  to 
issue  notes  in  rxccsK  nf  the  limits  thus  established.     The 

..price  of  gold  at  the  bank  was  fixed  for  the  future  at  ^3  17J. 

'*>rf,  per  ounce.  Weekly  accounts  of  the  circulation  were  to 
be  tmnstnilted  to  the  government  nnd  publislied  in  the  /.on- 
dcn  Gazette.     The  bank  was  required  to  pay  ;£'i8o,ooo  annu- 

'ally  for  its  privileges  instead  of  the  rate  of  ^izo.ocofixed  in 
I&3:t  This  payment  was  modified  in  iS6i  and  now  amounts 
to  abont  /joo,ooo. 

The  i>urpose  of  fixing  the  amount  of  notes  covered  by  sc- 
rnritics  al  ;£i4.ooo,ooo  was  to  economize  thai  amount  of 
gold  without  impairing  the  coD\'erlibiUty  of  the  note.  The 
amount  was  arrived  at,  not  with  any  special  regard  to  the 

nCapital  of  the  bank  or  the  government  debt  already  held,  but 
with  regard  to  the  smallest  amount  of  Bank  of  Eng:laud 


'  Whether  tli«  notes  cotistilute  a  prior  lieu  on  the  &«curltiea  anil 
bullion  in  tbc  imuc  dvptutmcnt  is  a  point  wbicb  \»  uot  clcaily  »ct 
JbcUi  and  has  Dcver  lieea  Judicially  dccUlcd.  The  act  direcU  tliHl 
'  there  Bball  t>«  tnuutrerTCil,  spprapriatcd,  nnd  set  spart  by  the  *aid 
I  (ovcmor  and  cornpaay  to  the  iaaue  department  nrcnrilicn  to  Itic  Tnlne 
of /'i4,ooo,coo"  ;  but  "it  flball  be  lawfnl  for  them  to  dimiDish  the 
tmootit  of  such  seeimttM,"  which  ««enis  to  preclnd«  the  ide*  that 
the;  ate  uot  put  of  tbc  general  assets  of  tbc  boult.— Price,  65. 
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notes  which  could  be  counted  upon  to  remain  alTrnyx  in  ctr* 
cubtiou.  It  was  foutidthat  the  uet  drculutiun  in  Decem- 
ber, (839,  was  j£i4,733,ooo,  and  it  was  argued  tlial  aL  least 
;^2,ooo,ooo  more  must  be  kept  in  the  banking  reserve  of  the 
bank.  U  was  considered  safe,  therefore,  to  fix  the  uncov- 
ered circulation  at  ^^14.000,000  and  il  was  left  to  the  play  of 
tlic  foreign  exchanges  to  control  the  fluctuations  above  that 
amount."  Gold  imported  under  the  attraction  of  low  prices 
and  hi};h  interest  rates  wonid  be  brought  to  the  bank  and 
exchanged  for  notes,  under  the  theory  of  the  frauiers  of  the 
act.  and  gold  withdrawn  fn>m  the  coniitiy  by  the  attraction 
of  low  prices  and  high  interest  rates  elsewhere  would  be 
taken  from  the  bank  by  the  prescnialiun  of  notes,  which 
ivoutd  thus  be  withdrawn  from  circulation. 

The  principle  of  issuing  notes  covered  by  other  securities 
than  coin,  within  the  safe  maxituum  limit  of  the  amount 
which  can  be  kept  permanently  in  circulation,  is  a  simple 
and  intelligible  Iwinking  principle,  and  indeed  the  principle 
upon  which  modem  banking  is  founded.  The  declared  pur- 
pose of  the  act — "  to  cause  our  mixed  circulation  of  coin 
and  bank-notes  to  expand  and  contract,  ns  it  would  have 
expanded  and  contracted  under  similar  circuu].stances  had  it 
consisted  exclusively  of  coin." — also  seemed  simple  and  in- 
telligible to  those  who  ignored  the  existence  of  crc<Iit  and 
the  domestic  cau-ses  which  made  a  larger  circolation  desira- 
ble at  some  periods  than  at  others.  The  Act  of  [844  pro- 
posed siihstantinlly  to  destro>'  the  l»iiik-note  as  an  instrument 
of  credit  and  make  it  a  mere  certificate  of  coin.  Ica\'ing  to 
other  forms  of  commercial  paper  the  functions  which  the 
bank-note  bad  in  part  performed.  It  is  obi-ious,  however, 
that  the  framcrs  of  the  act.  in  fixing  a  maximnm  limit  of 
authuiixed  circulation,  meuut  to  deal  only  with  the  condi- 
tions tlien  existing  and  that,  if  tbeir  theory  had  proved  op- 
erative, they  could  not  have  objected  in  a  much  higher  limit 
to  meet  the  expanded  volume  of  niudem  trade 

Exi&ting  private  and  joint  stock  banks  of  issue  were  per- 
mitted, with  the  usual  rcftpect  of  English  law  for  vested 

'  Mr.  ToncDS,  quoted  by  liaokey,  3-fi. 
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rigbu.  to  contimic  their  outstaiidiiig  circulation.  It  was  tlie 
parpose  and  expectation  that  these  bauks  would  graduaUy 
be  led  to  retire  their  circulntion  and  remit  the  power  to  the 
c«itnd  bank  of  issue.  Provision  for  this  coiiliny<-ncy  was 
made  by  llic  authority  given  tlie  bank  to  increase  the 
amoant  of  securiti«s  in  the  issue  department  to  an  amount 
not  exceeding  two-thirds  of  tlie  conntrx'  bank-notes  with- 
drawn and  to  issue  circulation  against  the  new  securities.* 
TIic  bew  issues  did  not  Tall  to  the  bank  automatically,  but 
re<]uircd  an  order  from  the  Cron'u  in  Council.  The  amount 
of  circulation  allowet!  the  country-  liankit  was  determined  by 
the  average  circulation  during  tbe  twelve  weeks  preceding 
April  27.  1S44.  and  the  amount  was  found  to  be  /i. 153.417 
for  the  207  private  banks  and  .^3.478.230  for  the  72  joint 
Stock  bonks.  It  was  not  until  December  13,  1855,  that  any 
iucreose  was  made  in  tbe  secured  circulation  of  tbe  Bank  of 
Kngtaad.  Fort>*-se\'eu  banks  with  aggregate  issues  of 
^712,6?3  had  ceased  to  \>»\\k:  their  notes  since  the  Act  of 
1844  and  an  order  was  made  authorizing  the  increase  of  the 
Bank  of  England  issue  by  j£475,ooo.  The  next  increase  was 
^i75,cxx>in  1861,  and  the  next  ^350,000  in  1866,  increa.<ung 
the  issues  upon  securities  to  /is.000,000.  An  increase  of 
/"y^OiCOO  was  made  April  1,  18S1  ;  jf^450.ooo  September  15, 
i8»7  ;  /350.0OO  Febniar>-  8,  i88g  ;  and  ;^.'150.ooo  J-muary 
39,  1894.  Tbe  secured  circulation  since  the  latter  date, 
therefore,  has  been  Xi6.8oo,ooo  ($ft4,ooo.cxK>).  The  lapsed 
issues  siucc  1844  have  been  .£3,903.997  ou  the  part  of  143 
private  banks,  and  ^1,504,038  on  the  part  of  37  joint  stock 
banks,  making  a  total  of  ^4.407.025. 

No  provision  was  made  for  strengthening  the  security  of 
the  issues  of  t>rivate  baoks,  except  the  absolute  limit  put 


'  Tlw  Ihnitstioti  Kn  two-thirds  of  the  coDcclIcd  b*tie»  wbs  bated 
upon  tbe  tbvory  that  tlieiv  tuues  bad  bcea  proltcted  h]-  onc-ttiinl 
Uwlr  amount  in  twilion.  which  wovlii  tie  releMtd  for  circnlflUon, 
lliiui  Vrrpini;  the  amoiiiit  ofnrcululion  intact.  The  utter  dtsrcKard 
of  baukins  principles  enibodici]  in  the  law  in  indicnlrtl  by  thi>  n*> 
auniptlan,  vibicb  completely  hif^rmA  lh«  necessity  Tor  a  recerve 
■gaijiM  Kcocrsl  li ab il i lies.— Gil bart,  11.,  lai. 
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upon  the  amonnt,  for  it  was  not  intetided  to  foster  their 
development.  A  banker  who  ceased  to  issue  Iiis  own  notes 
was  not  permitted  to  resume  the  issue,  and  if  two  or 
more  hanks  became  united  and  the  number  of  partners  of 
the  Tmiled  bank  exceeded  six  their  power  of  note  issue  was 
to  cease.  The  country  tiankerK  were  required  to  permit 
their  books  to  be  inspected  by  a  goveramcal  oflBcer,  but  this 
WHS  apparently  to  prevent  an  excess  of  issue  rather  tlian  to 
flfford  any  other  sort  of  security  to  the  public.  The  country 
banks  have  been  slow  to  leai'e  the  field,  as  the  figures  of 
their  circulation  demonstrate.  Fifty-six  private  banks  were 
still  issuing  ^2.220.048  and  35  joint  stock  banks  were  still 
issuing  ;£i,974.202  in  notes  at  the  beginning  c^  1896,  mure 
than  half  a  century  after  the  beginning  of  the  operation  of 
the  Act  of  18+4.  The  notes  of  the  couiitrj'  banks  were  not 
made  legal  tender  and  the  banks  were  not  required  to  pub- 
lish their  accounts. 

The  operation  of  the  Bank  Act  of  1844  was  put  to  an  early 
test  by  the  crisis  of  1847  and  the  result  was  a  complete  fail- 
ure upon  two  essential  points.  The  operation  of  the  act 
neither  pre\*eMted  tlic  apecuhition  which  is  the  cause  of  pou- 
jcs.  nor  reduced  the  issue  of  notes  to  corrxspond  with  the 
exix>Tt  of  gold.  Inquiries  were  made  by  both  the  House  of 
Commons  and  the  House  of  Ij^rds,  at  the  meeting  of  Parlia- 
ment after  the  panic  and  the  friends  of  the  Act  of  1S44  made 
an  earnest  effort  to  rescue  it  from  the  discredit  whkh  the 
panic  iiad  cast  upon  it.  The  committee  of  the  House  of 
Commons  reported  in  fa\'or  of  continuing  the  act  in  efiect, 
but  the  House  of  Lords'  committee  sjwke  in  severe  tenns  of 
its  operation.  The  failure  of  the  act  in  the  important  re- 
spect of  preventing  conimereinl  con\*ul!dons  was  fninlely 
admitted  In  tlte  debate  in  the  Commons  by  Sir  Robert  Peel. 
It  had  ncitlier  "  pnt  a  check  on  impro^'ident  speculaiion,'* 
in  the  language  of  the  lords'  committee,  nor  aiSbrdcd  "se- 
curity against  violent  fluctuarions  in  the  value  of  money." 
l*be  law  was  franietl  to  a  nest  commercial  expansion  by  limit- 
ing the  means  fur  canyiag  on  cmiimcrcial  transactions.  It 
failed  absolutely  in  this  object,  because  such  operations  can 
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be  carried  on,  and  uRitatly  are  carried  on,  by  otlicr  means 
than  bank-notes.  It  suc4x«<lcd  in  checking  the  cxpanaioa 
fmly  when  other  fonus  of  credit  had  been  Kwept  nwny  by 
distrust  and  expansion  of  note  issues  to  fill  their  place  was 
absolutely  ncctletl  to  prc\-cnt  ovem-hclnitng  commercial  dis- 
aster It  did  not  pre\-eDt  espansJon,  in  simple  terms,  when 
expansion  might  do  barm  ;  it  prevented  it  absolutely  when 
it  might  have  done  good. 

It  was  the  theory  of  the  supporters  of  the  act.  that  the 
currency  would  fluctuate  in  exact  accordance  witli  the  fluctu- 
ations of  a  meiallic  currency  by  the  »ielf-9Cting  pioviHion  for 
the  issue  of  notes  only  in  exchange  for  gold  and  the  issue  of 
gold  in  exchauge  for  notes.  Both  sides  in  the  discu&slon 
of  the  tnll,  when  it  was  [wndiug  iu  Parliament,  steem  to  have 
made  the  iricre<lible  blmuler  of  overlooking  the  fact  that 
gold  could  be  oblainetl  by  tlie  presentation  of  checks.  This 
was  exactly  what  happened  in  1S47  and  the  effect  upon  the 
oiibttanding  note  i»>ues  and  the  bullion  in  the  bank  at 
different  dates  during  the  April  pres-sure  is  indicated  in  the 
foUowing  table: 


■OTW  M>LD  n  mi 

HOTCk    IK    TItN    k«H» 

KXLiim  tn  T«m 

rvRLic 

UCC  losiin. 

BXXK. 

Ang.  IK).  itj6 

/'lo,  436,000 

j^o.4SO.ooo 
8,664.000 

jCi6,;)A6.0OO 

Dec.  ig,  1840 

lV.S49.ooo 

15,163.000 

Jin.  9w  1547 
'eb.  ao.  1647 

10.837.000 

6,7ij.ODO 

I4.30B.000 

lQ.4Sa.u00 

S,917.<»0 

13,315.000 

Mar.  ao.  1647 

19.069,000 

5.419. «» 

1 1,333,000 

Apr.  lo,  1847 

JO.343,000 

".558.WO 

9,K7tOW> 

The  banic,  therefore,  .saw  its  bullion  decreasing  on  the  one 
band  and  its  banking  reser\'e  decreasing  on  the  other  hand, 
white  gold  and  notes  poured  out  of  the  banking  department 
iu  the  discharge  of  its  oblignlions.  The  banking  reserve 
was  chiefly  in  notes  which  had  been  obtained  by  the  sur- 
tendcr  to  the  issue  department  of  such  gold  as  was  receivcil 
oa  deposit,  but  the  payment  of  these  notes  to  customers 
either  swelled  the  note  circulation  or  reduced  the  gold  in  the 
bank,  by  just  the  amount  of  the  payment.  The  effect,  as 
2lr.  John  Stuart  Mill  pointed  out  in  bis  testimony  before 
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the  Committee  of  the  Hotise  of  Commons,  was  a  double 
action,  which  required  caclt  dcpartuicut  of  the  bank  to  taLc 
meiiRtires  for  self-protectiou  niid  made  the  bank's  action  on 
tliewouto'  market  "as  violeut  on  a  draiu  of  three  millious, 
as  would  have  been  required  on  the  old  system  for  one  of 
six."  '  The  baakinj;  department  migbt  be  completely 
wrecked  by  the  exhaustion  of  its  uote  r«5cn*c,  without  the 
power  it  formerly  possessed  to  draw  upon  the  whole  re^ 
sources  of  the  Iwnk  for  help. 

It  was  forlunale  iu  mauy  rwpects  that  the  Act  of  1844 
failed  to  operate  to  contract  the  domestic  circulatioa  as  was 
expecled.  Such  an  event  would  only  Imve  added  to  the  in- 
teo!i)ly  of  the  panic  and  wade  Uie  suspension  of  the  act  and 
the  issue  of  additional  notes  more  impcrati\*e.  Such  con- 
traction  and  such  absence  of  expansion  as  actually  occurred 
invited  a  run  upon  the  bank  for  gold  and  nates  which  would 
not  have  occurred  under  former  conditions.  Bank  uf  Eng- 
land notes  were  a  legal  lender  except  at  the  bank  and  were 
largely  emplo)-ed  in  the  rescr%-cs  of  the  countr>-  banks.  The 
absolute  limit  on  the  supply  had  the  double  effect  of  frighlen- 
iiig  the  public  into  withdrawing  their  deposits  from  tbe 
banks  for  hoarding  before  the  supply  was  exhausted  and  of 
driving  the  banks  to  withdraw  their  deitosits  from  Ibe  Bank 
of  Kugtand  fur  hoarding  against  this  demand  by  the  public. 
Tf  they  could  not  get  notes  under  such  circumstances,  tliey 
would  take  gold,  and  the  reduction  of  the  note  circulation  in 
tbe  meantime  would  only  have  increa^sed  the  pressure.  The 
demand  for  notes,  so  long  as  ihcir  convertibility  was  unques- 
tioned, WO.S,  of  course,  inunensely  increased  by  the  destnic- 
tiou  of  credit  Hoarding  operated  to  reduce  the  visible 
quantity  of  notes  at  the  vcr>-  moment  that  tbc  disappearance 
of  commercial  paper  as  a  medium  of  circulation  increased 
the  necessity  for  them.  Tlie  terrible  pressure  thus  apfrfied 
by  the  Act  of  iS+4  to  the  conimercial  community  compelled 
the  sale  of  goods  and  securities  in  fou'igu  markets  at  aoy 
sacrilict:  which  would  bring  the  ready  cuncncy  withheld  by 


'  MUicet  Eamemy,  B.  lit..  Cb.  xziv..  Sec.  4. 
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the  operaiion  of  the  Bank  Act.  The  operation  of  the  law, 
therefore,  uieaui  ttu  ab&oltite  loss,  not  merely  in  the  nominnl 
sense  of  money  deiiomtnations,  but  va  the  real  aeiue  of  aur> 
rendering  more  Engli&h  coiuinoditics  for  a  %\wa  quautity 
of  foreign  commodities  than  would  otherwise  have  been 
requiretl. ' 

The  chief  contention  which  was  left  to  ihe  friends  of  the 
Act  or  1844,  after  the  nide  disillusioiimcnt  of  the  panic  of 
1S47,  was  that  the  act  had  uiaiatained  beyond  doubt "  th« 
couverlihility  of  the  note."  They  argued  that  under  former 
conditions  and  in  pre\'iou&  panics,  the  bank  had  been  draiued 
of  gold  as  well  as  of  its  banking  reserve,  the  two  not  being 
then  separated,  and  that  the  ultimate  redemption  of  the  notes 
in  gold  had  beeu  threfiieiied.  From  a  practical  point  of  view, 
tliere  was  perhaps  some  force  in  \\xvi  claim  in  behalf  of  the 

'  act. '  The  claim  is  subject  to  the  two  amditions,  however, 
that  a  better  knowledge  of  the  nile^  of  baiikiug  bad  come 
into  operation  since  the  earlier  panics  and  that  theoretically 
the  "  convertibility  of  the  note"  was  not  perfectly  assured. 
It  is  doubtful,  indeed,  if  convertibility  could  have  been 
tnaintained  if  there  had  never  been,  cither  in  1847,  1857.  or 
1866,  any  suspension  of  the  Bank  Act,  Lossof  convertibility 
wonid  not  have  come  primarily  from  distrust  of  the  notes  or 
of  the  credit  of  the  bank,  but  from  the  pressure  for  money 
bj-  depoeiitors  upon  the  private  banks  and  joint  stock  banks 
which  kept  their  reserve  with  the  Bank  of  England.  They 
U'Qtild  iia\*e  come  upon  the  bank  with  a  rush  for  the  pay- 
ment of  tlieir  deposits  and  the  ptant  might  very  soon  ha^t 

.  been  reached  where  tlic  bank  had  only  public  securities  as 


>cni»rt,l...HS'46. 

•  Mr.  Mil]  insuls  tlint  Ihc  conyertibility  of  the  note  "  would  bave 

contltiueil  I0  be  maintained,  at  vlmtcver  cont,  under  th«  old  sjstem," 

and  xemsrka  tbat  Ilic  Hispennoa  of  tbe  Woking  departmeut,  "ia- 

roU-ing,  a»  it  wonld,  (be  prolMble  stoppage  of  every  private  banking 

.  csiBblitbment  in  London,  and  perbnps  nlw)  tlie  non-payment  of  ihc 

\  dividends  to  the  Dationat  crctlitoi,  would  be  a  &r  groxlcr  immediate 

'  CBlaniily  Hum  a  t>rief  lutenu[>uon  of  tbe  convertitMlity  of  (he  note." 

I — fbtilifal  FeouatMv,  B.  III.,  Cb,  xtiv..  Sec.  },,  note 
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the  guarautee  of  its  circulBtioii.  The  effort,  in  other  words, 
to  keep  tkc  bank  standing  a  sulitar>'  monument  of  iiuimpaircd 
cre<lit  when  ei-eiy  other  part  of  the  credit  system  of  the 
couutry  bad  falleii  a  mass  of  niius  around  it  could  uot 
have  succeeded.  This  was  the  logical  meaning  of  the 
propwutioiis  uf  those  who  insisted  that  the  Act  of  1844  mnin- 
taioed  "  the  couvcrtibility  of  the  note,*'  so  far  as  tbey  had 
any  definite  meaning,  and  it  was  a  proposition  which  was 
utterly  chtnicrical. 

If  the  limitations  of  the  Act  of  1844  have  been  of  any  value 
to  the  English  people,  it  has  probably  been  in  driving  them 
to  the  adoption  of  sulistitules  for  citcnlitting  notes  »nd  to  the 
extension  of  deposit  banking.  England  was  sufficiently  Jar 
advanced  in  1844  in  the  use  of  instruments  of  credit  to  make 
the  restrictions  of  the  Bank  Act  of  much  less  importance  than 
such  restrictions  would  ha^'e  proved  in  a  ne^*  and  tintlevel- 
oped  comitry.  One  of  the  devices  adopted  iu  London  for 
promoting  the  movement  of  capital  was  Ihc  Chc()iic  Bank. 
Honey  was  received  by  this  bank  on  deposit,  and  buoks  of 
checks  were  issued  for  even  denoniinatiotis,  which  might  be 
filled  in  for  less  than  the  denomination  but  not  for  more. 
The  face  value  of  the  checks  issued  did  not  exceed  the 
depositor's  credit,  so  that  the  receiver  of  such  a  check  liad 
tlu!  assurance  of  the  Ixink  that  the  depositor's  account  Avas 
not  overdrawn.  Sudi  checks  were  made  payable  by  the 
Cheque  Bank  only  through  some  other  banker  and  not  at 
the  counter  of  the  bank,  thereby  escaping  the  prohibition  of 
the  law  against  promissory  notes  payable  to  bearer  on  de- 
mand. The  checks  passed  between  individuals  for  cash  and 
the  Cheque  Bank  established  relations  with  some  1500 
domestic  and  foreign  hanks  which  agreed  to  receive  and 
cash  its  checks.  Several  railways  and  other  companies  re- 
cei\'ed  these  checks  as  cash  and  tltey  proved  convenient  for 
transmission  through  the  mails."  The  Che(iue  Bank,  there- 
fore, put  in  operation  a  sort  of  emergency  currency,  outside 
the  law,  if  not  in  violation  of  lav-,  which  has  been  resorted 


*  MKLeod,  TJkfffty  f"f  Pra^ia  0/  Sankimr,  U .  S7*-7i. 
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to  in  other  countries  only  under  the  prcMure  of  commerciAl 
distress. ' 

A  much  more  important  aud  scientific  step  than  cast-iron 
rules  orcirailatiou  was  adopted  by  ihc  Bank  of  England  for 
the  protection  of  its  gold  lesen-e  after  the  crisis  of  1857. 
This  step  con<iisted  in  raising  the  rate  of  interest  rapidly  by 
degrees  of  one  per  cent,  at  a  time,  instead  of  frnctioits  of  one 
percent.,  in  order  to  arrest  the  export  of  gold.  The  increas- 
ing eofie  and  cheapness  of  conmmnicalion  had  dci>tiov<Kl  the 
value  of  differences  of  a  fraction  of  one  per  cent.,  when  this 
fraction  was  divided  into  fractions  of  a  year,  ill  attracting; 
gold  from  foreign  countries  or  arresting  its  departure.  The 
lbeor>'  of  statestiieii  and  students  of  political  economy  had 
generally  rcc<^iiizcd  up  to  this  time  only  two  causes  of  the 
export  of  gold — payments  for  merchandise  and  the  pressure' 
of  a  depru-ciated  currencj-.  The  bullion  brokers,  without 
spending  time  over  theories,  had  long  sitKc  learned  by  olncr- 
vation  that  it  became  profitable  to  export  gold  when  interest 
rates  abrtKid  were  higher  than  at  home.  They  fabricaled 
bills  of  exchange,  had  them  discounted  by  bankers,  took  the 
proceeds  in  gold  and  shipped  the  gold  to  the  point  where  it 
would  earn  the  highest  interest.  The  bills  fabricated  for 
this  purpose  bad  the  character  of  accommodation  bills,  in 
that  they  repre-senled  no  merchandise  transaction  and  were 
drawn  for  the  single  purpose  of  transferring  money  from  the 
place  where  it  was  cheap  to  the  place  where  it  was  dear,  in 
order  to  earn  the  higher  rate  of  interest. 

The  fact  and  possibility  of  such  shipments  of  gold  do  not 
aeem  to  have  been  known,  or  at  least  fully  understood,  up 
to  this  time,  by  the  Maid  old  nicrchnnts  who  formed  a  ma- 
jority of  the  boaird  of  directors  of  the  Bank  of  England, 
The  necessity  of  meeting  the  drain  by  rapid  advances  in  the 
rate  of  discount  was  first  set  forth  in  the  lileralure  of  political 
economy  by  Prof,  H.  D.  MacLeod,'  was  quickly  adopted  as 
the  tm«  theory  by  Mr.  Goschen,  and  put  in  force  by  the  bank 

'  For  «  kimiUr  device  In  AnstrU,  kc  tbe  cloaing  ponion  of  Cttapter 
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whicli,  on  this  occasion,  nn-ording  to  Mr.  Bagehot,  "and  as 
far  as  I  know,  un  this  occasiuu  alone."  mad«  "  an  excellent 
alteration  of  tbeir  policy  wlilch  was  not  exacted  by  contem- 
porar>'  opinion,  and  which  was  in  advance  of  it."  '  The 
results  were  even  more  striking  than  were  anticipated  by 
the  advocates  of  the  new  theory,  and  are  tlias  summed  up 
for  the  next  few  years  by  Mr.  Bagcliol : 

The  beneficial  results  of  the  improwd  policy  of  tlie  bank  were  pal- 
pable and  upccfly  :  vrc  were  caobtcil  \>y  it  to  saslain  the  great  drain 
of  silver  from  Europe  to  ludia  to  pay  Tor  ludlau  cotton  in  the  years 
betweeu  1S63  «iid  tS6>5.  In  the  antumn  of  1864  there  wits  especial 
daoKcr:  but  by  n  rapid  am)  nblr  i»e  oftbeir  new  policy,  the  Bank  of 
Bngland  maitilaincd  an  adequate  n?wrvr,  and  prvserrcd  the  counm* 
fiom  calamities  which,  if  wc  had  looked  «ii1y  to  precedent,  would 
have  seemed  inevitable.  All  the  causes  wliicli  produced  the  panic  of 
1857  werelnnrlionin  1S64;  the  drain  or)iitveriniS64Bnd  thepTecedlng 
y«ar  was  beyond  coinitanKiu  {creatcr  than  iu  185;  nod  the  years  be foro 
it ;  and  yet  in  1864  there  was  no  panic.  The  Bank  of  Rnnland  was 
almost  iramedJAtely  rewarded  for  its  adoption  of  right  prineipltfl  by 
finding  that  those  pdoci^dcs,  at  a  severe  crisb.  preserved  poblie  crcdiL* 

The  great  expansion  of  English  banking  after  the  middle 
of  the  ceiitur>-  led  to  serious  doubts  as  to  the  capacity 
of  the  Bank  of  Kngland  to  innintnin  commercia]  credit  in 
eveT>'  aiiiceivablc  emergency.  Mr.  Bagehot  pointed  out  in 
his  celebrated  work,  Lombard  Strrd,  more  than  twenty 
years  ago,  that  the  entire  fabric  of  Etiglihb  credit  rested 
tipon  the  gold  reseire  of  the  Bank  of  Kngland.  The  reserve 
had  thou  increased  somewhat  above  it^  level  in  earlier  times, 
but  was  still  considered  by  many  as  affording  an  insufficient 
protection  for  the  great  volume  of  the  banking  business  of 
the  countrj'.  The  private  and  joint  stock  banks  made  no 
cSbrt  to  maintain  a  coin  reser\'e  of  their  own,  for  such  a 
policy  would  ha\-c  locked  op  their  cai»ta]  and  driven  thcni 
to  the  wall  in  the  6erce  competition  for  fractional  profits. 
They  carried  only  siKh  cash  as  was  ncedwl  from  day  to  day 
for  oniinar>'  transactions,  and  relied  upon  their  deposdls  with 

'  LcmlMni  Sinei,  Worka,  V.,  iiS. 

*  Pot  a  tcniporary  railoieorthr  new  rule  In  ad,  and  the  leaion  £or  It, 
•ee  account  of  the  crisis  of  iiHA,  In  Cb.  xxi. 
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the  Bank  of  Ungland  for  cash  to  meet  e-mcrgcncies.  The 
system  thus  created  was  graphically  called  "  Lbc  one  resen-e 
system,"  and  under  it  the  credit  of  the  entire  business  com- 
iniinity  depends  upon  the  solvency  of  the  Bank  of  Englnnd.' 

Pri^■atc  deposits  with  the  bank  were  /"y.ocxj.ooo  in  1844; 
they  were  ^18,000,000  iu  1S72  ;  Ihey  were  /[50,295,i7i  for 
the  week  ending  October  6,  1895.  The  growth  in  the  de- 
p()s>tls  of  the  joint  stock  Iwnks  and  private  bankers  hxs  been 
visually  rapid.  They  were  j^i 20.000,000  in  tSjz ;  they  are 
probjibly  /2oo.ooo,ooo  in  1896.  These  deposits  include 
such  of  tlic  funds  of  the  countr>'  banks  as  are  deposited  with 
the  private  nnd  joint  stock  txinks,  but  they  do  not  include 
(he  additional  ubllgatioDS  of  lbc  countr)*  banks  to  thetr 
depositors. 

Tlie  experience  of  three  crises  since  the  Bank  Act  of  1844 
has  given  serious  warning  of  the  shock  which  would  come  to 
every  British  interest  if  the  Bank  of  England  should  pro\'e 
inadequate  to  support  the  fabric  of  British  credit  and  to  sup- 
ply All  foreign  demands  for  gold.  Mr.  Bagebot  Gxed  "  the 
apprehension  minimum,"  below  which  the  bank  reserve 
could  not  go  without  exciting  alarm,  at  ^10,000,000,  and 
he  maintained  that  measures  lo  protect  the  reacr^-e  should 
begin  to  be  taken  when  it  dropped  below  /^i5.ooo,oc)0.  The 
reserve  was  gradually  strengthened  by  the  accumulation  of 
£oId  and  by  the  linnncial  blunders  of  other  countries  until  it 
stood  hi  1891  at  /22. 395.403  ;  but  this  expansion  no  more 
than  kept  pace  with  the  expansion  of  credit  and  did  not 
diminish  apprehension  for  the  future.  Mr.  Goschen,  the  dis- 
linguislicd  financier  who  has  several  limes  acted  as  Chan- 
cellor of  the  RxchequcT,  proposed  a  plan  in  i8<it  for  issuing 
£1  notes  upon  a  re5er\-e  consisting  of  foar-6fths  gold  and  one- 
fifth  securities.  The  ptupose  of  the  plan  w*as  to  substitute 
the  notes  for  gold  in  the  liauds  of  the  public,  and  to  draw 

'  Tbe  Irish  Mild  Scotch  bonks  of  imim  hold  Kold  fttndlB,  wbkb 
smonntcd  on  Octolwr  5,  1695,  to  .^j^io^TJQ,  bnt  this  kdM  U  mure  or 
lew  tied  up  by  lh«  laws  |;ovL>niitig  their  cirtutation,  and  c«IU  »rc 
Aluoai  tnvariattly  made  for  gold  upon  the  Bank  of  EojtUnd  ia  timu 
of  ftmigcncjr. 
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the  g<^d  into  the  bullion  resen'e  of  the  bank.     Mr.  Goscheo 

proposed,  if  the  bulliau  in  tli<:  b»iik  wus  raiseil  by  Ibis  means 
to  ^^30,000,000,  to  "  give  ccrtaiu  additional  powers  of  issue  itt 
times  of  emergencj', "  by  authorizing  the  bank  to  strpngthen 
the  Tesen'e  in  the  ttanking  department  by  the  issue  of  addi- 
tional notes  against  securilics,  on  payiag  to  the  govcrnmeut 
a  high  rate  of  interest,  to  be  fixed  by  law.'  Mr.  Goschcii's 
proposals  were  llitiob  discussed,  but  did  not  result  in  defi- 
nite action. 

Recent  events  have  changed  the  entire  face  of  the  problem 
by  strengthening  the  rcser^'e  beyond  all  past  precedent  and 
removing  any  fe.ar  that  it  will  not  be  adequate  for  all  de- 
mands. The  cliivf  of  these  events  has  been  the  enormous 
production  of  gold  in  South  Africa,  which  has  been  flowing 
into  the  Bank  of  England  for  the  past  l^\'o  yearn  at  a  rate 
ne\'er  equalled  in  its  history.  The  bullion  iu  the  bank  rose 
at  the  end  of  December,  1894,  to  j^:s^.^'j.ooo,  and  had  In- 
creased on  January  1,  1896.  to  ;^44.96o.056.  The  bullion 
now  exceeds  the  note  issues  by  fiily  per  cent.,  is  equal  to 
nearly  75  percent,  of  the  deposits  and  post -bills  in  the  bank- 
ing department,  and  is  equal  to  about  fifty  per  cent,  of  the 
combined  liatMlity  for  note  issues  and  deposits.  The  indux 
of  gold  has  been  so  rapid  Ihiit  the  question  is  already  being 
disciLsscd,  whether  the  cifect  will  not  be  to  stimulate  spcc- 
nlation  and  to  burden  Uie  country  with  a  mass  of  dead 
stock  which  is  not  really  needed  for  monetarj-  purposes.  The 
necessity  of  snspcnding  the  free  coinage  of  gold,  in  order  to 
limit  the  circulation,  has  already  been  suggested  by  Mr. 
W.  K.  Lawson,  who  discusses  ibe  effect  of  the  recent  addi- 
tions to  the  bullion  fund  in  the  following  terms  : ' 

A  foity-lbfte  niilliou  gol>l  rcfcrve  ha*  become  tlic  doDiiaant  factor 
innfinanriiilBituutiuiialtois-cilict'tibtionnal.tbcpcrnltaTrhanieterislicft 
of  wliicli  <1cciinc  lo  tx-  juilgc>l  I>y  tite  mles  or  Iraditionii  or  the  past. 
Rcrolving  ruuuJ  Itiis  huRv  jfoUl  rcttcrrc,  anJ  reArclinK  iitl  iti  floctiu- 
tioU9,  wcbatcagrowingplctlioraor  loannblccaptuU.  wmic)(l]r  muaefl 

'  Letter  to  the  governor  of  tbe  bonk.  Dm.  y  1891,    londoa  BohM' 
■  Loodou  Santen'  Magiuiiu,  October,  1895,  LX.,  A9>^i- 
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of  dcpcHiits  in  hank*  an<l  olh«r  liiiaocial  iiiDlitutions,  wb«re  Mitj  have 
next  to  no  prcxloctivcvalnc  ;  an  iusoUablc  dcmend  Tor  liigh-clus 
iuvcnmenU.  wliirli  iua  dri  \ea  ptices  up  to  a  diiiiK«tODS  level ;  a  gfcnl 
-wravc  of  spccaUtion  ^pn-adiug  {rom  one  maikct  to  oaoUicr  till  llic 
«nUre  hunmnu  of  the  chantry  ik'cdm  likely  10  be  infected  mkhi  vtitli 
lfa«  moralB  of  the  Kaffir  circus ;  a  prolonged  dcpressioo  in  all  the 
legitituatc  utdustrica  of  the  country,  tiKri cultural  am)  raanafitctuiiDg ; 
ouf  fbtci);u  markets  nearly  all  upset  by  curreucy  BgilatioDS  and 
4-xpcrimcnt*,  which  rc^luce  inicraationJil  excbougc  to  a  dftily  and 
lioorly  Kimble  ;  our  domcsiic  indufitiiM  Iritnafcrreil  from  private 
liands  to  joint  &lock  companies,  whtcb  bav«  revolutioaified  all  tlicold 
metboda  and  idea*  of  bu»iaeu.  I'scIlUy  of  financing  bit>  been  tb« 
priuripal  factor  iu  lhc«c  trausfonnatiotis,  sud  aaytbmg  wbicb  bdpaor 
•ncouragrc  facility  of  ftiiancing,  must  nccvlerale  tbe  erononic  criaia 
«C  arc  puaiuic  tbiou):li.  Kolhin^  conlil  act  so  powerfully  in  that 
direction  as  loading  up  the  Bank  of  England  vith  gold,  which  it  i« 
obliged  to  turn  at  once  into  loanable  capital,  thereby  diniini»biug  the 
loanable  value  of  all  prc-cxisiiDK  capital  of  tbc  same  class. 

The  measure  of  tlic  ctiaiig:c-K  hi  ihc  bullion  in  the  bank  in 
TcCciiL  yt:ars,  us  well  a»  the  ^tutc  of  tliv  uther  leading  items 
of  the  bank's  accounts,  for  the  average  of  ttic  last  quarter  in 
«ach  I'ear.  i&  given  iti  the  rollowing  table  : 


lu 

cuctLoniw. 

•srOKTi. 

MCVIVIUS. 

acuMR. 

iSSo 

/36,8z9.ooo 

;f3l.350.«>0 

jCm.  839.000 

;fz6.406.00O 

I»l 

s6,s)7.0Da 

33.633.000 

37.096,cuo 

ao.8  76,009 

1S83 

aft.  J  J  1.000 
aj.683.O1x> 

37.4  10,000 

36,147.<»0 

30,751.000 

IMJ 

99,lOJ,0OO 

35,669.000 
30,33*.69i 

3*.35S.««> 
!ro,36o,Hi 
»o,8a6.8s& 

l»«J 

«i.»«>.999 

»9-34'>.730 

iMs 

34.62 1. 493 

»9.M4.3:9 

34.<M3.»9 

1S86 

aa.i^i.?'* 

37,038.69* 

33.895.673 

1 9.929. 83* 

168J 

14.t09.S67 

SO.qJO,  149 

3i.io8,M4 

a".338,j39 

isas 

M.J05.0310 

»<).38 1.534 

35.977.745 

I').JS5.4l* 

t&S9 

34.4to.Bj6 

3g,837.uBi 

36.301.144 

IV,7I2.3<'& 

1890 

»4.73a.iS) 

35.414.155 

39.lW.647 

34.607,719 
36.809,045 

31.830,379 

s3.159.6M 

■        »»9' 

as.ifo.o!') 

34.SS«.397 

1       »»9» 

■6,039, 501 1 

3J.3«»7.4!3 

>4.99>.o6o 

9S.»5.7" 

r     1893 

aS.77S.436 

34.304.04I 

3S.  54  J. 067 

1694 

a5.538.S78 

41.614.576 

33.937.638 

3j.3fr3.470 

189s' 

36.45^.435 

j6,S36,6i9 

48,923.039 

44.960.(^6 

The  Bank  of  England  is  governed  by  a  court  of  twenty- 
faitr  directors,  and  a  governor  and  deputy  go\'ernor  who 
serve  for  a  lerai  of  one  vear.    The  senior  director  who  has 


'  Annsge  for  week  cndin.';  Jnnunry  1.  1S96. 
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not  already  served  is  usnally  made  gwernor  and  the  next  in 
seniority  deputy  governor.  A  parloflhcdircctors  retire  every 
year,  but  tUbsc  arc  usually  the  younger  ones,  &o  that  thcolder 
always  remain.  It  is  customary  to  choose  young  men  for  va- 
cancies in  the  board,  so  that  they  will  be  still  in  the  poEsessJon 
of  physical  vigor  \vheii  their  ti'-rn  comes  to  be  govcnior' 
Bankers  in  the  litnctly  English  sense,  lenders  of  money  for 
short  terms  on  cotmnercial  paper,  are  not  allowed  to  serve  on 
tbe  board  ufdirectors.  but  this  rule  does  not  exclude  the  lenders 
of  finance  who  are  engaged  in  other  branches  of  the  banking 
business,  ft  is  usually  about  twenty  years  from  the  time  of 
a  man's  entrj-  upon  the  board  of  directors  until  he  is  reached 
in  his  turn  as  governor,  and  it  is  rarely  that  a  director  is 
made  governor  out  of  his  turn  or  9er\'e8  more  than  one  year. 
The  board  meets  wHth  the  governor  and  dcpiity  cvcr>-  Thurs- 
day in  Vfhtt  bos  become  historic  as  "  tbe  bank  parlor."  lo 
pass  upon  the  report  for  the  week.  The  branches  of  llie 
bank  are  limited  to  a  few  leading  cities,  and  a  large  share  of 
the  business  of  the  bank  is  derived  from  the  deposits  of  the 
private  hunks  und  joint  stock  banks. 

The  Bank  of  England  has  been  comparatively  free  from 
government  interference  since  the  time  of  Pitt.  It  receives 
the  public  deposits  and  performs  many  financial  operations 
for  the  government,  but  it  diflfers  from  many  Continental 
banks  in  the  sense  that  "it  la  purely  tbe  banker  of  tbe 
state,  and  not  its  cashier,  and  as  micIi  maintains  with  it 
the  same  relations  as  with  the  individuals  and  companies 
which  constitute  its  clientage."'  There  is  no  division  of 
profits  with  the  state  and  only  moderate  taxes  are  paid. 
The  private  and  joint  stock  banks  which  issue  notes  are  so 
similar  in  character  to  those  without  circulation  that  the 
statistics  are  rarely  seiiaratcd.  The  nntnlwr  of  banking 
offices  open  in  Great  Britain  at  the  close  of  1894  was  5613, 
of  which  477  i.vere  in  London  and  thcsubutlw,  35J8  in  other 
parts  of  England  and  Wales,  15  la  the  Isle  of  Man.  toti  in 
Scotland,  and  571  in  Irrland. 

'  B«scl»ot,  ft'orks,  v.,  136. 
'  .Soel.  I..  33»- 
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The  total  resources  of  alt  the  banks  of  tlie  United  King- 
dom of  Great  Britain  and  Ireland,  including  banks  uf  de- 
posit merely  as  w-cll  as  hanVs  of  issue,  are  over  £\  ,000,000,000. 
The  banks  of  deposit  have  of  late  -years  become  more  and 
more  in  the  habit  of  making  public  their  accounts,  until  nil 
but  on  insignificant  proportion  now  do  so.  These  retunis 
have  been  compiletl  for  the  clone  of  1K94  and  early  part  of 
1895  by  Mr.  R.  H.  Inglis  Palgrave.'  and  show  an  aggregate 
capital  of  j^85.629,366 ;  reserve  fund,  ^37.8^6,899;  deposit 
and  note  liabilit>',  ^731,371,306  ;  cash  in  hand  and  on  short 
notice,  ;^i85.i46,7i9;  and  discounts  and  advances,  £^t,' 
269,821.  The  aggregates  include  the  Isle  of  Man,  with 
banking  rcsourcci  of  ^i  .992,856.  The  figures  for  the  greater 
divisions  of  the  United  Kingdom  are  given  below,  those  for 
Scotland  repreiscnUng  entirdy  banks  of  issue  : 

LIABILrnU. 


CkpiUl  paM  

ReMTwfund    

Acnptuvcs,  cndancncou 

«ic 

Dapntiu,  current  ftctonKt*. 

■■d  note  i-iKolatioK 

MiBCcIlasMiw 

ToUl 


*t,^jMb  Aim 


39.037.  S»5 
16.919,018 

S^M38.n9 
3.961.744 


6«9,l77.66t 


jC9.  303.000 

5,694,879 

3.JOJ.473 

100,538.870 
9S7.SS9 


"9.5«."< 


j^T.lOI.ISl 
3,064.695 

166,49a 

48,921, 671 
471.  }9« 


S9.7«,;o8 


AUET^ 


Cad  1h  falnd  and  on  ■fawt  . . 

j£(S».833.3iM 
83.497.584 
6^  787. 340 
35i.Od4.o7S 
16.919,01  S 
ia.096.342 

(i^l  7.343.954 
i4,2at.45» 
to.683.79S 
6o,8a6,D34 

3.104.473 
3.338.403 

jf8.7S6.  t»o 
6.699.170 
9.710,780 

|b6.4()3 

869.  s»> 

Totftl 

689,1 77.6ftl 

119.599^111 

S9.7i8.7«* 

*  Loodon  Bankers*  Magax4ne,  April.  1B95,  UK.,  539, 
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One  of  tlie  criticismR  nrliich  lias  been  made  upon  the  opera- 
liuii  uf  the  Act  of  1S44  is  llie  great  number  of  cbsoges  la 
the  discount  rale  which  have  taken  plact:  at  the  Bank  of 
Knj^land  since  that  time.  The  criticism  i»  not  directed 
agninst  the  projmety  of  the  changes  when  they  have  been 
made,  but  against  the  uiidcilving  causes  whicli  have  made 
tbcin  necessary.  The  fact  that  England  is  the  centre  of  the 
exchanges  of  the  world  niid  feels  the  pressure  of  the  demnad 
for  gold  and  silver  from  ever>'  quarter  has  undoubtedly  had 
much  to  do  with  the<>c  clianges,  but  it  lias  been  poiutetl  out 
that  they  have  not  diminished  in  frequency  since  Paris  has 
regained  some  of  the  exchange  hii.sine.ss  she  loi^t  during 
specie  suspension  and  Berlin  has  become  an  iniportaut  money 
market.'  Changes  in  the  rate  of  discount  are  preferable  to 
tt  dangerous  reduction  of  coin  reserves  and  arc  the  modeni 
method  of  chcckiug  such  reductions,  but  a  uniform  rate  hu 
the  advantage  of  offering  steady  conditions  to  legitimate  in- 
dusilr>-.  The  "  one  reserve  system,"  as  well  as  the  pecuh'ar 
pressure  put  upon  the  Bank  of  Kiiglaiid  by  the  Act  of  1844, 
have  been  charged  with  a  part  of  the  responsibility  for  tlic 
frequent  changes  in  the  discount  rate,  and  this  view  ik  sup- 
ported by  the  fen*  changes  since  the  increase  of  the  bullion 
ill  the  bank.  The  present  oSiclnl  rale  is  two  per  cent,  and 
loans  are  made  below  the  official  rate  to  customers  of  the 
bank,  according  to  long  established  practice.  Thia  rale  was 
adopted  on  Februarj'  22,  1S9+.  so  that  for  nearly  two  years 
it  has  remained  unchanged, — an  intcr\-a]  without  precedent 
in  the  history  of  the  bauk  since  the  effect  of  changes  in  the 
rate  came  to  be  fully  understood.  The  great  number  of 
changes  between  1845,  after  the  Bank  Act  took  effect,  and 
the  close  of  titgr.  in  comparison  with  those  in  other  coun- 
tries, is  shown  iu  the  follDwing  table' : 

>  R.  U.  InglU  Palgravc,  bcrore  InMitute  oT  Banlcnv.  Maicb  S.  189a. 
l/>B(l<«i  fiankrn'  Afaetuimf,  April,  jSgS,  Lltl..  i$t. 
'  LonJom  Baalurif  Magasimt,  Ua;,  iSga,  lAlh,  713. 
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TOTAL 

HUMBtR    OP 

vatA. 

m  cnrr. 

mt  CBHT. 

CHAHCn. 

OP    TOTAU 

or  TOTAL. 

Bank  of  England 

354 

166 

47 

18B 

53 

Bank  of  France 

lOI 

43 

43 

sB 

57 

Bank  of  Gcnnanv 
Bank  of  Holland 

130 

63 

48 

68 

52 

153 

76 

50 

77 

SO 

Bank  of  Bel^um 

161 

71 

44 

90 

56 

^£^^^' 
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CHAPTER  VI. 


THE  SCOTCH   BANKING  SVSTBM. 


lu  General  Scope  and  Reeulls — Tbc  Bank  of  Scotlaml  and  the  Rojral 
BaaV— The  ratttmii  of  tbc  Ayr  BauI,  tbc  U'estcni  Bonk  and  tbc 
City  of  GlaRgow  B>«nk — A<lvsDt«£c»  of  Scotcb  DsDlcin^'  ami  it* 
BS^d  npou  the  Uabtu  of  the  I'eopte  knd  the  I>rospenty  of  the 
Countxy— BraDcb  lUaks  in  London  «nd  Limited  LiaMlhy. 

THE  Scotch  system  of  banks  of  tssiK  comes  nearer  to 
the  ideal  of  succeasftil  free  banking  tlian  that  of  ony 
ot]i«T  country.  Absolute  freedom  in  note  issues 
icigncd  for  over  oiie  hundred  years  in  Scotland,  and  during 
eighty  years  of  that  period  general  tlislrust  of  the  banking 
system  never  occurred,  stnaU  uotcs  became  the  favorite 
medium  of  exchange  among  the  iieople,  and  the  deposits  in 
the  hanks  absorbed  almost  the  entire  savings  of  rich  and 
poor  and  brought  withm  the  circle  of  active  productQg 
capital  tbc  eutirc  accumulations  of  the  country.  Such  de- 
fects as  were  disclosed  in  the  early  years  of  Scotcit  banking 
were  corrected  with  experience,  and  the  few  departuiex 
which  have  takea  place  from  sound  principles  liave  been 
such  as  to  suggest  no  change  in  the  established  practice  of 
the  majority  of  Scotch  biink<:,  but,  at  the  Riotit,  KOtne  oSiciiil 
regulation  which  should  hold  all  to  the  rules  voluntarily 
adopted  by  tlic  oldest  banks  aud  the  soiindott  bankers.  The 
mania  fur  restricting  note  i:»ues  which  sncpt  over  the 
Brili-sh  Parlinment  in  1844  shut  the  circulation  of  the  Scotch 
banks  within  fixed  legal  Ihnits.  aud  limited  the  banks  of 
issue  to  thasc  already  in  cxistciKc.  but  left  untonclicd  llieir 
power  to  issue  small  notes  and  their  tnenns  of  occomwodat- 
ing  the  people  of  Scotland  by  receiving  deposits. 
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BcDking  in  Scotland  wor  innugiirated  by  the  system  of 
mouopoly.  but  differed  from  all  earlier  banking  systems  en- 
joying motiopo]>'  of  uotc  issues  in  tb«  fact  tliat  Uie  first 
joint  stock  bank  was  formed  by  private  persons  for  the  ex- 
press jniipuM:  uf  promoting  trade  nnd  not  for  supporting  the 
credit  of  the  goveniuient.  The  charter  of  the  Bank  of  Scot- 
land, which  was  organized  under  authority  of  an  act  of  the 
Scotch  Parliament  of  July  17.  1695.  was  framed  to  some  ex- 
tent on  the  model  of  the  charter  of  the  Bank  of  England  and 
made  it  illegal  for  any  other  company  to  set  up  the  business 
of  banking  for  twciity-onc  years.  The  joint  stock  was  to  be 
1,200,000  Scotch  pounds,  the  equivalent  of  100,000  English 
pounds  ftterthig,  and  was  to  be  subscribed  in  amounts  of  not 
less  than  ;^iooo  Scotch  nor  more  than  /"lo.ooo  Scotch 
(equivalent  to  ^83  6j.  8rf.  and/1666  ijf.  4i/.  English).'  The 
bank  was  allowed  to  lend  on  real  or  personal  security  at  not 
more  than  six  per  cent.,  but  was  prohibited  from  employing 
its  stock  or  profits  in  any  other  trade  or  commerce,  except 
that  of  lending  and  borrowing  money  upon  interest  and  the 
negotiation  of  bills  of  excliaugc.  The  company  was  pro- 
hibited from  purchasing  land  or  from  advancing  money  to 
the  government,  upon  the  anticipation  of  any  sums  to  be 
granted  by  Parliament,  except  those  upon  which  a  loan 
should  be  authorised  by  a  specific  act. 

The  Bank  of  Scotland  soon  encountered  the  opposition  of 
the  African  Company,  other^visc  known  as  the  Uaricn  Com- 
pany, which  was  organised  by  William  Paterson,  the  founder 
of  the  Bank  of  Hngland.  The  Rank  of  Scotland  had  so 
little  confidence  in  its  ability  to  protect  iLi  monopoly,  that  it 
made  no  serious  eflort  to  contest  the  legal  right;;  of  its  rival, 
but  endeavored  tn  strengthen  its  position  by  calling  in  tn-o- 
tenths  of  its  cnpitol,  of  which  one-tenth  had  been  ori^^inally 
paid  in.  The  African  company  issued  uotes  with  great  im- 
prudence, lent  to  its  own  shareholders,  and  was  obliged  to 

'  The  coinnge  of  Scotland  «-bs  as«iniiIatM  with  that  of  Rnglond  by 
Ibe  act  of  (.'nion  in  1707,  aud  Ihe  Bank  of  ScoUanO  asst«t«d  iii  tb« 
opervtion  by  recri\-ing  the  old  moacy  and  giving  new  money  or  tbcir 
om  Dotes  in  retwn. 
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abamloii  ibe  field  in  May,  1&9S.  The  Bank  of  Scotland 
repaid  to  their  shnrcholrtcrs  the  two-tenths  of  the  capital 
cnlled  in  and  cuntinuvd  for  sc\'cral  years  vrithout  a  rival.  No 
deposits  were  received  at  first  from  tlie  public,  but  uotes  were 
issued  agaiust  the  capital  of  the  denoniiniittons  of  jC^,  j£io, 
£^0.  /50.  and  ^103.  Notes  forj^t  were  fin*t  issued  between 
1699  and  1704.  A  mn  was  begun  in  December  of  the  latter 
year,  which  compelled  tiic  bank  to  suspend  specie  payments. 
A  meeting  of  the  proprietors  was  held  and  a  de\4ce  adopted 
which  is  still  of  ititerest  becatLse  it  is  Nniilar  to  the  existing 
laws  of  Canada  and  Gennatiy  in  the  case  of  failed  hanks. 
This  device  consist^-<l  in  making  the  notes  bear  interest  until 
they  were  paid  and  resulted  in  keeping  the  nntcs  nt  par. 
Payment  was  made  with  interest  in  le«s  than  fi\*e  months, 
by  means  of  a  new  call  upon  the  proprietors  for  one-teiitH 
of  the  nominal  capital.  Another  run  upun  the  bonk  was 
made  in  September,  1715,  when  the  rebellion  on  behalf  of 
the  Stuarts  broke  out,  and  the  withdrawal  of  coin  by  the 
prcMrnlation  of  the  notes  was  encouraged  by  the  bank  direc- 
tors in  order  to  prevent  the  seizure  of  the  coin  reaer\'e  by  the 
iostirgeats.  The  bank  suspended  payment  after  most  of  the 
cash  had  be«u  withdrawn  and  gave  notice  again  that  the 
notes  would  bear  interest  until  paid.  The  monopoly  of 
bonking  for  tweuty-one  years  expired  in  1716  and  no  stepet 
were  taken  to  renew  it. 

The  second  successful  bank  iu  Scotland  was  formed,  as  in 
the  case  of  the  Rank  of  Venice  and  Itank  of  England,  by 
the  proprietors  of  the  public  debt,  which  they  atsumed  on 
the  uuiou  with  England.  An  act  which  was  pasned  iu  1719 
eni]x)wered  the  King  to  incorporate  the  proinietors  of  the 
debt  into  a  body  corporate,  which  was  organized  in  1724. 
The  new  corporation  endeavored  to  Mxnre  admission  to  the 
Bank  of  Scotland,  upon  the  lernia  of  increasing  the  capital 
of  the  united  bank  by  ihc  sum  of  ^250.000,— the  priiKiptl 
of  the  debt.^and  the  division  of  the  annual  interest  of  ^lo,- 
coo  in  the  proportion  of  twosn*enth8  to  the  shareholders  of 
the  bank  and  (ivc-scvtnlh.s  to  llic  holders  uf  tlie  debt.  The 
bank  was  making  dividends  which  weit  Jwbred  by  rivals  to 


run  as  high  as  fifty  percent.,  and  they  replied  that  Iheyhad 
no  legal  authority  to  increase  their  capital,  thai  their  ittocic 
was  large  eaough  for  the  banking  btisiiiess  of  the  coutitT>', 
and  tliat  they  would  tiot  id  any  ca«c  utiitc  with  the  holders 
of  the  debt  at  par  wbile  their  stock  -n-as  worth  at  least  ten 
per  cent,  and  the  debt  only  paid  four  jy;r  cent.  The  holders 
of  the  debt,  or  the  Kquiv'alciit  Fund,  as  it  was  called,  then 
petitioned  the  King  for  l>anking  powers,  which  were  granted 
on  May  31,  1727.  These  powers  were  not  granted  without 
powerful  opposition  from  the  old  hauk,  whaw  defenders 
declared  that  their  capital,  which  they  had  called  in  to  the 
amount  of  three>tcnths.  making  an  aggregate  of  >£30,<Joo, 
was  sufficient  to  circulate  all  the  credit  that  could  be  re- 
quired in  Scotland.  The  last  call  made  for  the  payment  of 
capital  was  partly  paid  in  the  nnie-s  of  the  hank.  Thi.s  raised 
a  great  outcry-  fiom  utithiukiug  per^ns,  who  maintained 
that  the  payments  should  be  made  in  specie,  but  they  n-ere 
ORRwered  by  the  Mrientifie  statement  that  "bank-notes  are 
justly  reckoned  the  same  as  specie  when  paid  in  on  a  call  of 
Stock,  because,  whcu  paid  in,  it  lessens  the  demand  on  the 
bank.' ' 

The  new  bank  was  known  ns  the  Royal  Rank  of  Scotland 
and  began  kuMness  on  December  8,  1727.  with  a  capital 
stock  of  /151.000.  They  receiy-ed  support  from  the  govern* 
ment  by  the  deposit  of  j^zo.ooo  of  public  monies  and  their 
business  mpidly  extended.  The  Royal  Bank  is  entitled  to 
the  credit  of  tbe  invention  of  caidi  credits,  the  unique  feature 
of  Scotch  hanking  which  han  done  so  much  to  promote  tbe 
praoperity  of  Scotland  and  to  plnce  busine^t  sncceiis  and 
wealth  within  the  reach  of  the  humblest  of  licr  people. 
There  was  a  deal  of  friction  lietn'eeti  the  two  banks  during 
theiie  early  years  and  the  Rank  of  Scotland  introduced  a 
clause  into  their  notes  making  them  payable  at  the  discre- 
tion of  the  directors  at  the  end  of  six  months,  witJi  the 
interest  from  the  Itnie  of  presentation  until  tbe  time  of  pay- 
ment, instead  of  payable  in  coin  on  demand.  This  practical 
suspension  of  redemption  on  demand  resulted  in  excessive 

*  MarLeotl,  Theory  and  Frariitt  of  Banking,  II.,  vty 
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Ubues  of  notes,  not  only  by  tlie  iwo  leading  banks,  but  by 
private  banking  and  manufacturing  companies,  and  tbc  fall 
of  llie  notes  below  par.  The  attMupt  to  luaiiilaJn  coin  re- 
demption was  carried  out  by  a  procesK,  which  i.s  deficribed  in 
detail  by  Adnni  Smith,'  of  collecting  coin  llirongh  London 
agents  and  sending  it  down  in  wagons  to  Scotland.  BiUa 
of  exchange  were  constantly  drawn  ujwn  London  to  cover 
coin  obligations  and  their  payment  was  often  provided  for 
only  by  drawing  frtr^h  bills.  Tlie  fact  thai  the  hank  paper 
was  below  par  led  to  the  constant  presentation  of  notes  for 
redemption  and  justified  Smith's  declaration  that  "  bringing 
gold  into  the  countrj'  was  like  pouring  water  into  a  sie^-e,  or 
like  the  toil  of  Danaidcs."  The  two  principal  banks  soon 
isiw  the  folly  of  this  method  of  doing  business  aod  agreed  to 
combine  their  inflnence  to  obtain  an  act  of  Parliament,  which 
was  passed  in  1765.  prolittntiiig  the  issue  of  notes  with  the 
optional  clftiLsc,  making  all  such  notes  payable  to  bearer  on 
demand,  and  probibiting  notes  under  twenty  shillings  (fs). 

The  Bank  of  Scotland  and  the  Royal  Bank  were  the  only 
chartered  banks  nnlil  the  iucoqwralion  of  the  British  Linen 
Company  at  Edinburgh  in  1746.  This  conn«iny  was  organ- 
ized for  the  purpose  of  promoting  the  linen  Jndustr)'  by 
lending  niouc>-  to  the  manufacturers  and  9a  the  Company 
was  thus  led  into  the  banking  business  it  soon  found  it  ex- 
pedient to  continue  as  a  banking  company  only,  under  the 
original  name.'  The  next  important  institution  founded  was 
the  Ayr  Bank,  which  distinguished  itselfby  a  radical  depart- 
ure from  the  methods  of  the  older  Scotch  banks.  The 
wonderful  expansion  of  Scotch  agriculture  and  industr>' 
after  the  failure  of  the  Jacobite  rebellion,  under  the  stimulus 
of  couservativ-e  free  banking  and  the  system  of  cash  credits, 
was  not  rapid  enough  for  certain  restless  spirits  who  wished 
to  borrow  far  beyond  their  capital  or  credit.  The  Ayr  Bank 
was  formed  mth  the  avowed  purpose  of  adopting  a  more 
liberal  policy,  aud  the  course  of  the  older  banks  in  gradually 


'  We»lth  i'f  Saiiont,  Book  IL,  Ch.  iL.  i,  309. 

'  CuuntughaiD,  IL,  }sa 
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the  disoountK  of  a  group  of  sjieoilalora  who  were 
'"in  accoramodattuti  paper  drove  all  this  clajis  of  busi. 
uess  to  tbe-new  bank.  The  result  was  the  over-issue  of 
Jtcs,  which  came  back  so  rapidly  upon  the  bank  for  rc- 
Semption  in  coin  that  it  was  uecessar>'  to  drsw  constantly 
upou  Ivondon  and  to  iticnr  huavy  expenses  for  commissions 
and  interest.  As  Adam  Smith  describes  the  operations  of 
the  bank  : 

WfavB  it  WHS  obliged  to  stop,  it  bsdia  the  rircnlationabaat  ^300.000 

la  huak-Dotcs.    In  order  to  support  tlie  ciicaUtion  of  tbosc  notea, 

which  were  continuBllr  rctuniing  upon  it  as  fast  as  they  were  issued 

It  bad  b«#n  conitontly  in  the  prnciire  of  drawing  bitU  of  nc(^luing« 

^BfiOD  Lomlon,  of  wlilcb  tbc  uuubcr  and  vulue  were  coatiDually  in- 

casinji:,  and,  when  it  iitopi>c4l.  nniounlrd  to  upwards  of  /'600.000. 

Iiaak,  tliercfore,  hAd  in  little  more  than  itie  conrse  of  two  yean 

Ivanccd  to  diSercut  people  upwards  of  ^Soo.ooo  at  five  per  cent. 

IVpon  Ibe  £300.000,  which  it  circulated  iu  tiauk-Dote«.  tbis  five  per 

I  eenL  might  pcrbaps  be  cooKtdered  aa  clear  gain,  wilbout  any  otbcr 

dedaction  bnide*  Ibc  cxpnue  of  uiaoagement.     Rut  upon  upwarda 

of  £tpao,aco  for  wfaieb  it  was  continuaUy  drawing  bills  of  exchange 

npon  Loudon,  it  waa  paying,  in  the  way  of  interest  and  coaiiuii«ion, 

,i^>wanli  of  eiftht  per  cent.,  and  was.  couiecjuentl.v,  losing  wore  than 

Itbn-e  |>cr  cent,  npon  more  than  thrca^-fourtht  of  all  ita  dealings. 


The  Ayr  Bank  was  founded  by  a  company  whicU  com- 
prised the  Duke  of  Hamilton  and  many  other  wealthy  landed 
Dprietors  and  it  was  supposed  that  their  estntes.  which 
pledged  by  tlic  unlimited  liability  of  the  stockholders, 
Jd  suffice  to  maintain  the  notes  of  the  bank  at  par  and 
'supply  it  with  coin.     The  failure  of  the  experiment  proved 
two  of  the  essential  principles  of  a  banking:  curreuc>- — that 
no  greater  volume  of  iiotes  can  be  maintained  in  circulation 
than  the  convenience  of  business  requires,  and  that  landed 
aecurit>-  is  not  the  equivalent  of  coin  in  maintaining  the  re- 
Ldeniption  of  uotes  on  demand  or  Che  credit  of  a  bank.    The 
'period  of  the  operation  of  the  Ayr  Bank  was  one  of  exten- 
sive speculatiou  and  large  Scotch  exports,  but  the  apparent 
irosjierity  was  brought  to  a  sudden  ball  by  the  crisis  of  1773. 
rhich  began  in  I,oiidoii  oa  Jtuac  10th,  aud  caused  a  rua  upon 
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the  Edinburgh  branch  of  the  Ayr  B&uk  jost  odc  week  later 
The  baulc  continued  its  payments  until  June  35tli,  when  it 
was  coaipelled  to  suspeud  aud  its  great  mass  of.  obligations 
was  discredited. 

The  Bank  ol  Scotland  was  authorized  in  1774  to  double 
its  capital  stock,  and  began  in  this  ytar  the  policj'  of  cstab- 
lising  branches  which  has  become  &o  striking  a  feature  of 
Scotch  banking.  Efforts  Iiad  been  made  in  1696  and  again 
in  1731  tocstablish  brauchwin  Glasgow,  Aberdeen,  Dundee, 
and  oue  or  two  otlier  places,  but  in  both  instances  proved 
unprofitable  and  were  abandoned  after  a  year  <yr  two.  Tlie 
capital  of  the  Bank  of  Scotland  wa.>i  increased  in  1784  to 
;^joo.ooo,  in  1792  to  ^600,000,  in  1794  to  /i, 000,000.  and 
in  1804  to  ;^i, 500,000,  of  which  ;£i,ooo,ooo,  was  paid  In. 
The  present  paid  up  capital  is  ^1,250,000  and  the  nominal 
capital  j{^t. 875,000.  The  capital  of  the  Royal  Bank  has  been 
raiKd  to  ;£2,coo,ooo,  all  of  which  has  been  paid  in.  The 
ca^tal  of  tlie  British  Ltncti  Company  is  ^1,000,000,  all  paid 
in.  The  Commercial  Bank  was  founded  in  1810  as  the  bank- 
ing institation  of  the  Liberal  pam*,  with  a  paid-up  capital 
of  ^1,000,000,  which  was  strengthened  later  by  a  resen'c 
fund  of  jf400,ooo.  The  nominal  capital  is  now  ^£5,000,000, 
These  four  banks— the  Bank  of  Scotland,  the  Royal  Bank, 
the  Hrimh  Linen  Company,  and  the  Commercial  Bank — 
are  the  oldest  institutions  now  in  existence.  The  other 
banks  of  issue  which  were  in  operation  when  the  Act  of 
1845  forbade  the  extension  of  the  system  were  for  the  most 
part  founded  as  late  as  1^35,  tlic-  date  of  the  foundation  of 
the  existing  National  Bank  of  Scotland  and  the  Abderdeeu 
Town  and  County  Bank.  There  were  a  few  older  iostitu- 
tioiis  which  have  since  ceased  to  exist,  among  them  being 
the  Perth  Baukitig  Company,  founded  in  1766  and  united 
with  the  Union  Bank  in  1857,  and  the  Dundee  Banking 
Company,  founded  in  1763  and  tuiited  with  the  Royal  Bank 
of  Scotland  iu  1864. 

The  strength  of  the  Scotch  banking  system  was  illustrated 
by  the  events  which  followed  the  KU!i[)eDsi(m  nf  specie  pay- 
ments in  Bnglaiid.     The  news  reached  Kdinburgh  on  March 
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I,  1797,  and  a  meeting  of  the  bauk  officent  decided  that  it 
would  Ik;  n«:us.sar)*  for  the  Scotch  banks  to  luUuwlttet'x;iuijil(.' 
of  the  Back  of  Kiigland.  Tbere  were  symptoms  of  a  run 
for  a  few  days,  and  the  disappearance  of  specie  led  to  the  cut- 
ting of  £.\  note's  into  quartern  to  aSbrd  a  currency  for  suiall 
traasactions.'  The  Lord  Provost  called  a  meeting  of  the 
princip.ll  inhabitants,  who  resolved  to  support  the  credit  of 
the  banks  and  to  receive  their  notes  as  specie.  Banks  which 
bad  been  in  Uic  habit  of  issuing  notes  were  allowed  to  issue 
notes  for  6vc  shtlUngs  for  a  limited  period  and  confidence 
quickly  returned.  Xo  action  was  ever  bruught  against  the 
,  banks  fi>r  their  failure  to  pa}-  specie,  the  notes  were  received 
as  confidently  as  ever,  and  in  a  short  time  business  activity 
was  resumed  and  continued  throughout  the  long  Napoleonic 
nar^.  The  banks,  in  the  language  of  the  report  to  the 
Lords  in  iSz6,  "supported  themselves  from  1797  to  iMii 
without  any  protection  from  the  restriction  by  which  the 
Bank  of  Hn^iland,  aud  that  of  IreUad,  were  relieved  from 
cosh  payments. ' ' 

The  policy  of  the  English  Bank  Act  of  1S44,  to  suppress 
the  evils  of  spcadation  hy  restricting  bank-note  circulation, 
was  extended  to  Scotland  in  1845,"  but  ao-eral  of  the  pry\-i- 
sions  regarding  the  Scutch  banks  differ  from  those  affecting 
the  Knglish  banks.  The  banks  of  issue  existing  jii  Scot- 
land at  the  time  of  the  pas.<iing  of  the  act  were  allowed  to 
retain  an  authorized  circulation  equal  to  the  average  during 
the  year  ending  on  the  1st  of  May,  1S45.  They  were  also 
authorized  to  issue  additional  notes  when  fully  co\'ered  by 
deposits  of  coin  at  the  head  office  or  principnl  place  of  issue. 
Not  more  than  one-fiilh  of  this  coin  deposit  was  to  be  in 
lihrer.  The  Scotch  banks,  therefore,  stood  upon  an  equality 
in  i.'«uing  notes  upon  deposits  of  coin  beyond  the  authorized 
limit,  while  the  Ungtish  banks  except  the  Bank  of  Hngland 
were  absolutely  limited.  No  new  bank  of  issue  could  be 
founded,  however,  iu  Scotland.  The  authorized  circulation 
of  the  Scotch  banks,  as  ascertained  under  the  new  law, 

'  MdcLeod.  Theory  0/  Credit,  II..  601. 
•  8  and  9  Victoria,  e.  jS. 
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■was  /'j.oSy.aog.  The  limti  of  sutlionzed  drculatioti  was 
reduced  by  the  suspension  of  the  Western  Bank  in  1857, 
which  ha<I  an  authurized  limit  of  .£337.9^3,  aud  the  similar 
suspension  of  the  City  of  Glasgow  Bank  in  1878,  wluch  bad 
an  autliorized  limit  of  ^73.9Ji-  These  reductions  fixed  the 
authorized  circulation  at  £2,^yt,^y>,  where  it  now  stands. 
The  union  of  two  Scotch  banks  is  penniUed  by  tlie  Ad  of 
1845,  and  the  retention  of  the  aggregate  circulation  of  both. 
Several  unions  of  this  kind  have  tnken  place  without  chan- 
ging the  limit  of  the  authorized  circulation  for  the  Kingdom. 
The  average  circulation  of  the  Scotch  banks  for  the  four 
weeks  ending  November  ^^o,  1895,  iucludtug  that  covered 
by  coiu.  is  shown  in  the  following  table : 


■                   aANft. 

CIHCULAIIOH. 

AVKKAU*  Cm- 
TUVH«1«B3. 

/M5.*i9 
JIMS' 
439.034 
374.680 
397,034 
4S4.346 

7<\133 
ii4.3l9 
374.331 

53.434 

Z>.iS7.369 

933,331 
99B.9S6 
8919.130 

33(..ti35 

494.739 

783.909 
I4i,»6tf 

/■|rf>3B.43" 

950.441 
630, 9SO 

Tl"'.3'3 
75(',Sr> 
777.«SS 
307.90* 
373.9U 
635.474 

B«fal  Bank  of  Scotland 

Nat.  Bank  of  ScolUnd 

Union  Dank  of  Scotland.. . . 
Abcrdccu  Town  an<l  Co,  Bk. 
N.  uf  ScoUanil  Bonlciug  Co.. 

4.676,350 

7.764.561 

^S'^.'fl^ 

i                        

The  average  circtilation  ^own  conststtd  oX £s,\^o,Z^\  va 
notes  of  deuominaliuns  under  .^5  and  ^£2,593,730  in  notes 
for  jCi,  and  more. 

The  history  of  Scotch  banking  wa-Hcnniparntivcly  tincrcnt- 
ful  after  the  restrictive  legislation  of  1845.  except  for  the  two 
great  failures  of  the  Western  Bank  in  1857  and  the  City  of 
Glasgow  Bank  in  1878.  As  these  failures  have  sometimes 
been  treated  by  the  opponents  of  Scotch  banking  as  an 
iropeachmciil  of  its  safety  nud  bucccss,  ihey  are  worthy  of 
some  .mention  in  detail.     Both  occurred  in  years  when 
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other  banking  iimitutions  and  business  bouses  in  England 
and  otiicr  pJrts  of  the  world  were  collapsing,  but  both  were 
the  restilt  of  methods  of  banking  ^o  reckless  aad  unsound 
tliat  they  liad  repeatedly  received,  before  the  failures,  the 
coademoation  of  oilier  Scotch  bankere.  The  Wtsicm  Bank 
was  fouuded  In  1832  and  in  the  twenty-four  years  of  its 
operation  lost  its  entire  capital  of  ;£i, 500,000,  and  nearly 
as  much  more  from  its  other  assets.  The  Weiitem  Banle 
from  tlie  outset  kept  in  London  a  reserve  which  was  much 
inferior  to  that  of  other  Scotch  banks  and  was  so  small  that 
its  drafts  n-ere  dishonored  in  1S34  by  its  London  agents. 
The  other  Scotch  banks  thereupon  refused  its  notes  and 
remonstraled  with  it  for  its  mismanagement.  The  directors 
notified  the  othci  banks  on  October  30,  1S34.  that  they  had 
resolved  to  invest  in  marketable  securities  a  sum  sufEcieut 
to  secure  themselves  in  the  future,  to  lessen  their  discounts, 
and  to  keep  sufhcient  funds  to  meet  their  obligations.  The 
chartered  banks,  upon  thi.s  pledge,  advanced  ^100,000  to  the 
Westeni  Batik  to  enable  them  to  purchase  the  proposed 
securities.  But  the  maaagcmcnt  of  the  Western  Bank  soon 
ftirgot  their  promises  and  returned  to  their  former  method 
of  business.  These  methods  were  smj  objectionable  that 
when  the>'  applied  to  the  Board  of  Trade  in  1838  for  a  ^raiit 
of  letters  patent,  the  other  banks  presented  a  joint  memorial 
against  tlie  grant.  This  meniurial  declared  that  Scotland, 
during  the  periodical  convulsions  among  the  banks  of  Eiig- 
land,  which  had  led  to  the  &ilurc  of  snirral  hundreds,  had 
for  the  most  part  maintained  a  state  of  general  irauquilUty. 
The  memorial  coutioucd : 

Tile  canse  of  this  is  oolorioiiBly  owin^,  Rnt.  to  the  large  capita] 
employvtl  in  the  Sootcb  banks,  iind.  second,  to  ll>e  tyhletn  o(  ailmin- 
iUiation  »Joptcd.  Capital  alone,  »•  ha*  been  reccnilv  cxprricoccd 
in  Englmiil,  \vs  rxteniiinft  the  scnii-  of  npcratkniK,  may  only  inmme 
ihc  ni&chkf.  In  tlip  like  manner  n  nutncrmis  prDpHctary,  coiisti- 
laling  a  protection  to  tUc  pablic  agaioit  c^-catual  Iom,  nuy.  b^  adtling 
to  tile  credit,  add  to  the  power  of  sucb  an  insututlcQ  for  evil.  Tbe 
ufelgiiard  of  tbe  Scotch  ■ystcm  luia  been  tbe  uniform  pntctice  adoptei] 
of  rrtaiuini;  a  \as%v  portion  of  (he  capital  aud  de|XKiil*  invcMed  to 
jICT*TDBient  nccuriticK,  capable  of  being  converted  into  money,  nt  all 
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times  and  under  all  circnmstaiKes.  Tbts  r«quiic«  a  sacrifice,  bccanse 
the  T«t«  of  interest  js  ridsII,  and,  in  limes  of  difficulty,  the  ule  (a- 
volvcs  a  loss,  but  it  Lns  given  tlic  Scotcli  baakB  absolute  ftcriuity,  and 
ruubleJ  them  to  {imiu  unhurt  tliruugh  iiedwU  ofgrvnt  dutcredit.   .  .    . 

Tbe  Wcsleni  Bniik  was  csttiblishvd  is  tbe  ^ear  tSja,  and  Ibo  prin- 
ciple on  wlik'b  it  has  avowedly  acted  b.-is  been  to  raiplor  M  much  U 
possible  of  its  c«piial  and  asselB  iu  di&counts  aud  loans,  relafnlug 
only  tbe  casbucGcaMry  lomccl  its  current  engagciuriits.    .    .    . 

It  will  lie  quite  apparent  lliat  a  bank  that  can  employ  Ita  whole 
funds  in  this  manner  i«  enabled  cither  to  divide  a  larger  sban  of 
profits  Uiiin  its  conipetilon,  or  to  do  btwneM  oo  more  (uTotablc  tcmia ; 
and  we  repeat,  that  if  the  only  consequence  of  this  wsstoincreoseor 
diuitnitb  the  dividend*  of  llie  rival  c«lablithiticnt«,  it  would  be  of 
coui para tl rely  auiall  importance,  but  in  ita  leaults  it  rudangera  the 
exitlencc  of  evrry  bank  in  the  i-ounliy  and  the  fortunes  of  a  largo 
portion  of  the  couimtioity.  We  feel  that,  if  tetters  patent  shall  be 
giantrd  to  this  banit,  after  what  baa  pnased,  it  will  be  a  pnblic  sanc- 
tion and  countenance  of  a  new  and  mtschievoni  principle,  opposed 
to  tbe  banking  system  of  Scotland. 

Tbe  charter  was  not  graated  and  as  the  icsult  of  keeping- 
such  small  resoi^-es  in  Loudon  the  Western  Bank  was  Again 
in  trouble  iu  1847.  The  bank  was  then  compelled  to  bor- 
row j^yx>,ax>  of  the  Bank  of  England  in  Norcmbcr  and 
December.  \Yhich  it  repaid  in  March,  i84fi.  A  aottiewbAt 
more  cautious  policy  wa:^  puRiued  iiutit  1853,  wbeu  the  dis- 
counts  of  the  bank  were  ^13,535,333  and  the  re-discounts 
were  /'407,i43.  The  bank  et'en  at  this  time  had  ^356,000 
in  overdue  bills  and  held  a  number  of  life  insurance  policies 
as  security  for  dead  loans,  on  which  it  was  paying  the 
premiums.  A  reckless  police*  of  re-discounting  was  begtui 
iu  1852  which  expanded  the  rc-discounts  in  1S56  to  ^^.^o-j.- 
363  with  ordinarj-  dlacounts  of  /'2o,4to.884.  The  most 
alanning  feature  of  the  bank'safifairs,  however,  was  loans  to 
fotir  firms  which  reached  an  aggregate  of  /i.6o3,725.  The 
character  of  tbe  hills  discounted  for  tliesc  firms  is  shown  by 
the  fact  that  of  /402.;i6  in  bills  of  Macdnnald  /Cs^'W9 
were  dishonored  at  maturity,  and  tJie  ttsulLt  for  the  other 
three  firms  vvere  only  a  little  better.  The  books  of  Uie  bank 
were  examined,  soon  .ifter  the  geneinl  meeting  in  June, 
iS57>  by  request  uf  the  diroctorii  and  it  was  fuuud  that  bod 
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debts  to  the  amount  of  ^^573,000  were  carried  qh  good  assets 
and  thai  the  advances  to  sbareholders  amouuted  to  ^9*8,487. 
It  W3S  found  that  the  four  (inuit  to  which  such  immense  ad- 
vances bod  been  made  had  hvcn  dealing  in  accommudatJon 
paper  and  that  the  Macdonatds  drew  upon  124  acceptors,  of 
whom  only  37  had  been  inquired  about  and  21  were  reported 
as  extremely  bad.  The  Wnks  stopped  the  accounts  of  these 
finn>,  which  immediately  failed,  and  a  panic  resulted  on 
the  Stock  Exchange  on  October  loth.  Depositors  be^on  to 
withdraw  their  accounts,  tlie  hank  wsk  unable  to  settle  its 
balances  through  the  clearing  hi'asc  and  on  Monday,  No- 
vember 9tli,  closed  its  doors. 

The  collapse  of  tlic  City  of  Glasg:ow  Bank  in  1878  was 
amilnr  in  its  character  to  that  of  the  Western  Bank  twenty- 
one  years  earlier  and  was  due  to  similar  causes-  The  City 
of  Glasgow  Bank  was  compelled  to  stop  temporarily  in  1837 
and  continued  to  be  suspected  of  reckless  management  from 
tliat  lime  until  it!i  failure.  The  institution  bad  fallen  into 
such  discredit  early  in  1878  that  the  bill  brokers  generally 
asked  and  received  an  extra  quarter  or  half  of  one  per  cent, 
over  the  market  rate  charged  other  banks  in  discounting  its 
acceptances."  Distrust  finally  came  tn  a  head  in  September, 
1878.  when  the  Loudon  banks  found  increa^g  difficulty  in 
getting  rid  of  acceptances  sent  them  by  their  correspondents 
in  India  and  ordered  their  agentit  in  the  I£ust  to  buy  no  more 
such  paper.  The  dircctora  of  the  City  of  Glasgow  Bank 
appealed  to  the  other  Scotch  banks  for  help  towards  the  close 
of  the  mouth  and  an  expert  accountant  was  set  to  work 
upon  their  books.  A  slight  examination  sliowed  thai  nearly 
^6,000,000  had  been  lent  to  four  firms  and  that  the  books 
had  been  deliberately  falsified  for  not  less  than  three  years. 
The  other  banks  declined  to  give  any  assistance  and  the 
City  of  Glasgow  Bank  stopped  payments  on  Wednesday, 
October  ad.  The  news  was  received  very  quietly  in  Scot- 
land and  the  other  Scotch  hanks  announced  that  the  notes  of 
the  failed  bank  would  continue  to  be  accepted  as  usoal. 
Tbey  also  made  ao  airangcmcnt  by  which  relief  was  given 
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to  depositors  who  were  hampered  by  the  locking  up  of  their 
motie>'  pending  the  settlement  of  the  Ixitik's  aiTairs. 

The  heaviest  burd«u  of  loss  fell  upuu  the  shareholdeis, 
whose  liability  was  unlimited  under  the  law  then  in  force. 
The  liquidators  were  compelled  to  institute  a  number  of  sails 
to  fasten  the  liability  fully  upon  the  shnreholders  and  to 
deleat  attempts  to  transfer  stock.  Having  adjusted  the  list, 
tliey  made  a  call  for  ^500  for  every  ^100  of  stock  held,  and 
stibscqucntl)-  made  another  call  for  jC22y>  per  share  of  j^  too. 
The  result  of  the  first  call,  of  which  the  nominal  amount 
was  j^^,2QO,Cf(x>,  resulted  in  receipts  of  ^2,409,066  at  the 
end  of  the  second  year  of  the  liciuidation.  Octoljcr  22,  1&80. 
The  nominal  amount  of  the  second  call  was  X7.814.ooo.  upon 
share  lioldeni  who  were  still  solvent,  and  tlie  aniouut  realized 
was  j£3,405,453.  The  result  of  these  two  calls,  with  a  sum 
of  ^5.851.657  realized  from  the  assets,  enabled  the  payment 
of  seventeen  shillings  in  the  pound  within  less  than  two 
years  and  payment  in  full  was  made  within  little  more  titan 
a  year,  with  the  help  of  an  advance  from  the  other  Scotch 
banlcs  to  creditors  willing  to  forego  interest  on  their  claims. 
While  the  creditors  thus  lost  almo«  nothiug.  ilie  great 
majority  of  Uie  shareholders  were  absolutely  ruined.  The 
majority  expressed  their  purpose  at  the  first  meeting  on 
October  33,  1 878,  to  keep  faith  with  tlieir  creditors,  and  they 
kept  the  pledge  so  well  that  when  t!ie  two  calls  had  been 
made  the  holders  of  only  ^£88.722  out  of  the  capital  of 
^1.000,000  remained  solvent.  Criminal  proceedings  for  the 
&Isitication  of  tlie  books  were  begun  against  the  directors 
and  they  were  given  short  terms  of  ini prison ment. 

The  narratitx  of  the  transformation  of  the  nnliraited 
bonks  of. Great  Britain  into  limited  companies  relates  to 
Knglish  banking  so  faros  it  aficctseome  of  the  great  English 
joint  stock  banks,  but  itbelongsmoreproperly  to  thehiiitory 
of  Scotch  banking  in  its  origin  and  in  its  relations  with  tm- 
purlaut  banks  of  issue.  The  agitation  of  the  subject  was 
the  direct  result  of  tite  terrible  losses  suffered  by  the  Mock- 
holders  of  the  City  of  Glasgiiw  Bank  because  of  their  unlim- 
ited liability  for  the  obligatioua  of  the  bank.     The  law  of 
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Bnyland.  which  prevailed  in  Scotland  after  the  union,  prc- 
sitiiied  and  enforced  ualimitcd  liabilit)*'  upon  corporations 
except  in  llie  cases  where  special  charters  had  been  granted. 
There  u-as  much  opposition  to  extending  the  principle  of 
limited  liability  to  private  partnerships,  hut  »  statute  of 
1855  (Chapter  IJ3)  fioaUy  authorized  the  formation  of  joint 
stock  companies  under  such  conditioiis.  Joint  stock  banks 
were  excluded  fiom  the  operation  of  this  law  aud  the  exclu- 
sion was  continued  in  the  joint  stock  banking  act  of  1S37. 
The  failures  of  that  year  led  to  an  enactment  of  1S58,'  which 
admitted  hank:)  to  the  pri\nlcgefl  of  limited  liability  so  far  as 
concerned  their  general  obligations.  Banks  issuing  proralv 
sory  notes,  however,  were  liable  for  the  amount  of  tlicnotes^ 
without  Umit;ittou,  in  addition  to  the  sum  for  which  they~ 
might  Ik  liable  to  general  CTcditorB.  This  act  was  merely 
j>erini»qve  and  required  bauking  companies  which  took 
ad%'antagc  of  it  to  give  thirty  days'  notice  to  each  CDstomcr 
and  nfter  registering  under  tlie  act  to  post  conspicuously  at 
their  offices,  00  Februar.'  ist  and  August  ist  of  each  year,  a 
statement  of  their  liabilities  and  assets. 

The  Act  of  1858  would  have  averted  the  hardships  of  the 
stockholders  in  the  City  of  Glasgow  Bank  if  they  had  taken 
ftdvaotage  of  its  provisions  before  the  failure.  The  three 
older  Scotch  banks,  however,  held  special  charters  which- 
limited  their  liability  and  the  othen,  aside  from  Ihc  natural 
indisposition  to  revise  their  constitutions,  feared  that  the 
cfEccC  would  be  injurious  to  their  credit.  Thus  matters 
remained  until  the  collapse  of  the  City  of  Glasgow  Bank. 
In^tstmeuls  iu  bank  sliaits  were  recognized  by  the  law 
courts  in  Scotland  as  a  legitimate  investment  of  tnist  funds. 
but  the  trustees  ■vttvt  personally  liable  for  the  calls  made  by 
the  banks  as  well  as  to  their  clienbt,  and  many  were  ruined 
by  Uie  failure.  A  steady  selling  of  shuivs  begun  all  over 
England  and  Scotland,  by  the  prudent  as  well  as  those  who 
were  carried  away  by  the  flurry  of  the  moment,"  The  shares 
of  the  three  senior  Scotch  banks  declined  about  £,^%  on  an 

>  Suuite  tSsS,  c.  9t. 
•  CUtwt,  11.,  433- 
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average,  n-kile  the  shares  of  the  uulimited  batiks  fell  about 
£90. 

The  subject  of  pcnnitting  banking  ^vitll  limited  liability 
imdcr  <li0t:reiit  ijxjnciiliuna  from  lliose  imposed  by  the  Act  of 
1856  was  brought  up  in  Parliaincat  and  the  government  on 
April  21,  I  &79,  introduced  a  bill  for  the  purpose.  Tbeact  be- 
came law  '  after  a  good  denl  of  controversy  and  authorized  the 
increase  of  capital  stock  by  an  amount  equal  to  existing  shares 
or  some  multiple  of  their  value,  and  liable  to  be  called  up 
only  in  case  the  company  was  wound  up.  This  constituted  a 
reserve  liabilitj',  which  placed  a  definite  fund  within  the 
reach  of  a  failed  bank  without  rc<iuiriug  assessments  npun 
the  shareholders  to  the  full  amount  of  the  liabilities.  The 
principal  of  uuUintted  liability  was  retained  in  regard  to 
note  issues  by  corporations  whose  original  charters  were 
unlimited.  Most  of  the  leading  English  banks  and  the 
unlimited  Scotch  banks  soon  registered  under  the  new  law. 
It  was  feared  that  the  adoption  of  limited  hability  would 
result  in  a  reduction  of  deposibi.  but  tliis  fear  was  discovered 
to  be  unfounded  and  deposits  materially  iucreased  iu  the 
limited  banks  within  the  next  few  years.  The  banks  get>er- 
allj-  adopted  the  policy  of  increasing  their  reserve  funds  by 
setting  asidu-  a  part  of  the  proBts,  but  the  reser\'e  funds 
them.selves  are  a  source  of  profit  in  the  revenue  derived  from 
the  securities  in  which  they  are  invested.  It  was  found, 
moreover,  by  some  of  the  Eugli^lI  joint  stock  banks  that  ft 
betterclass  of  shareholders,  of  undoubted  rcspousibilit)-,  were 
attracted  by  the  limited  principle  where  men  of  straw  with- 
out other  ^-isiblc  u-ucts  had  begun  to  acquire  title  to  the 
stock  when  the  liability  was  unlimited.' 

The  three  senior  Scotch  batiks  possessed  the  privilege  of 
limited  liability  in  respect  to  both  note  i-ssiies  nud  general 
lialrilities.  They  desired  in  t88i  to  increase  their  capital  and 
to  issue  additional  stock  tiiider  the  conditions  of  the  limited 
companies.'    The  biUs  which  they  proposed  were  at  first 

'  4a  and  43  Victdri*,  c.,  ;«, 

•  Loniloa  Battkfri'  Magasiae,  Jm»c.  189a,  I.III.,  897. 

*  The  ciiuitertd  hanks  bail  ocowion  ta  point  oot,  in  tbe  eotine  of 
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favorably  received  Id  Parliamcul.  bul  after  passing  a  second 
reading  in  the  House  of  Lords  vtx:xc  opposed  by  the  govern- 
ment. Conferences  and  correspondence  ensued  wl)ich 
brought  out  somu  rather  startling  titalements  as  to  the  poIic>* 
of  the  goverutueiit  towards  the  Scotch  note  issues.  Several 
of  the  objections  made  to  the  proposed  bills  were  completely 
demolished  by  the  representatives  of  the  banks,  aud  the 
government  se\-eral  times  shiilcd  their  position.  The  gov- 
emmeat  at  first  objected  to  legislation  by  pri^-ate  bill  and 
suggested  that  the  grant  of  new  privileges  in  recent  years  to 
corporations  had  been  accompanied  by  a  review  of  tboae 
already  poBsessed.  They  declared  they  were  determined  to 
oppose  the  grant  of  new  powers  if  the  three  banks  continued 
to  ask  for  them  accompanied  by  limited  liability  for  notes. 
Tlie  banks  promptly  offered  to  cover  their  note  issue  by 
government  securities  to  the  amount  of  the  circulation 
nuthorized  by  the  Act  of  1845  and  by  coin  to  the  amount  of 
the  excess.  The  goit-rnmenl  then  suddenly  forgot  their 
solicitude  for  the  security  of  the  circulation  and  intimated 
that  tbey  noiild  give  the  banks  a  lease  of  the  right  of  note 
issue  for  a  fixed  term,  subject  to  a  moderate  roj-alty. 

This  was  an  imixjiiaiit  indication  of  public  policy,  for  it 
grew  out  of  the  theory  that  the  right  of  note  issue  was 
peCuliarlj'  an  attribute  of  the  state.  It  was  based,  upon  a 
measure  dealing  with  English  banks  of  issue  which  had 
been  brought  before  Parliament  by  Lord  Palmeretou  iu  1865, 
but  never  became  law.  The  gm-enimcnt  emphasized  their 
leaning  towards  state  note  issues  by  an  altcmattvc  proposi* 
tion  which  they  submitted, — that  the  banks  join  them  in 
considering  the  terms  upon  which  a  state  issue  of  notes, 
conducted  through  tlic  agency-  of  all  the  banks,  and  main. 
tainiog  tJie  /^i  circulation,  might  Ik:  introduced  into  Scot- 
land in  place  of  thce:cisting  circulation.     The  banks  replied 

tbc  diacnasion  wbicb  falloweil,  that  iture  were  leieal  (UflSciiltiea  wlitcb 
were  almoat  inAupetablc  sgainet  txtcading  unlimited  liability  for  ex> 
ifting  Dote  iuucs  Ic  their  vbarcbolJcTB,  but  tbcy  expressed  tbcir  will- 
ingncsa  to  adopt  other  Mfcgtuids  for  the  nltinate  rcdcmptkia  of  the 
eatat.-Cllbart,  II.,44a 
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at  length,  declining  these  propa'jtions.  They  did  not  care 
to  Like  n  lease  of  rights  which  th<.*y  declared  wen:  already 
theirs  and  bad  heen  exercised  under  express  grante  from  the  i 
Crown  or  from  Parliament  for  from  135  years,  in  the  casie  of 
the  younj^t,  to  186  years  in  the  case  of  the  oldest  of  tlie 
three  hanks.  A  state  is«ue  of  notes,  they  declared,  n*ould 
not  be  acceptable  to  the  people  of  Scotland,  who  would 
sufTer  more  than  the  banks  fnsm  the  closing  of  many  of  the 
branches  and  the  dimination  of  banking  facilities  which 
would  be  the  necessary  coiucqiieuce. 

The  right  of  the  Scotch  banks  to  maintain  their  branches 
in  EngLind  became  a  subject  of  active  controversy  in  1S75. 
when  Mr.  (loschcn  jutrodaced  a  bill  in  the  IIuum:  of  Com- 
mons prohibiting  such  braocbes.  The  National  Bank  of 
Scotland  had  established  a  Ixindon  branch  in  1S65  and  the 
Bank  of  Scotland  in  1872,  and  Mr.  Goschcu  himself  bad 
carried  through  a  bill  permitting  the  Royal  Bank  to  do  so  in 
1 873.  It  was  the  opening  by  the  Clydesdale  Bank  of  branches 
in  Northern  England  which  arotised  the  hostility  of  tlie  Eng- 
lish banks.*  Mr.  Coschen's  bill  resulted  in  a  commission, 
which  made  no  recommciidations.anU  the  matter  wasdropped. 
A  new  attempt  was  made  to  drag  the  limitation  upon  Scotch 
banking  into  the  limited  liability*  act  of  1S79.  It  wa.^  em- 
bodied in  theeiKhlb  section  uf  the  original  go\-emraent  bill 
and  prohibited  limited  companies  from  vstablisliing  branches 
outside  that  part  of  the  Kingdom  in  which  they  bad  their 
bead  offices.  The  Scotch  banks  were  immediately  up  in 
aroi^  against  this  provision  and  the  go\'erumet)t  were  finally 
persuaded  Co  abandon  it.  They  attempted  a  (lank  move- 
ment, by  cutting  down  the  operations  of  the  bill  to  the  joint 
stock  banks  of  England,  entirely  excluding  Scotland  atid 
Ireland.  This  was  to  def(.-at  one  of  the  most  important  pur- 
poses of  the  bill  and  the  friends  of  the  Scotch  banks  declared 
that  they  would  not  ]K-niiit  it  tu  pass  in  such  a  form.  The 
goveiiuneot  were  fiiwlly  compelled  to  give  way  and  penult 
Its  passage  in  a  fonn  applicable  to  the  entire  United  King-> 


*UacI.eod,  ThtoryaiNtiyadicev/SinkiHs,l\,^^^ 
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\yf($iA  without  any  limitations  upon  the  powet  of  the 
Hbanlu  to  establish  tlicir  bnincbes  in  Luntlun. 

The  essential  features  of  the  Scotch  system  of  banking 
have  beeu  frccdnni  of  note  ikmucs,  the  use  of  small  notes,  and 
coah  credits.  The  great  achievements  of  the  system  with 
these  elements  may  be  Bummed  np  thus : 

I.  It  has  provided  Scotland  with  nn  elastic  curreDcy, 
adapted  to  the  condition  of  her  industries  and  adequate  iu 
\'olttme  to  their  changing  needs. 

1.  It  has  enabled  the  people  to  carry  on  numerous  com- 
mercial and  flgricultuml  transaction.^  for  which  they  could 
not  ha«  found  the  Dcccssar)'  quantity  of  coin  and  has  econo- 
mized the  locking  up  of  capital  in  the  precious  metals. 

3.  It  has  made  the  use  of  notes  of  small  denominations 
familiar  and  popular  and  has  taught  the  people  the  distinc- 
tion between  baulc-uotes  as  the  representatives  of  credit  and 
the  precious  metals  as  the  measarcs  of  value. 

4.  It  has  brought  into  active  use  the  avoilible  savings  uid 
capital  of  the  conntrj'. 

5.  It  has  afforded  an  opportunity  for  entering  upon  busi- 
ness to  thousands  of  poor  but  honest  men  and  enabled  them 
to  lay  the  foundation  of  a  comfortable  home  and  iu  many 
cases  of  a  fortune. 

6.  It  has  coDviuced  the  people  so  condudvely  of  the  value 
and  safety  of  the  banking  currency  s>'stem  that  no  serious 
panic  has  ever  lasted  beyond  a  few  days  or  has  ever  affected 
any  of  the  banks  except  those  which  were  justly  the  subject 
of  distrust. 

I.  The  6r5t  proposition,  that  the  Scotch  banking  system 
has  provided  the  country  with  an  elastic  and  adequate  cur- 
rency, is  strictly  applicable  only  to  the  period  between  1765, 
when  payment  of  notes  on  demand  was  made  obligatory  by 
law,  and  1845,  when  the  volume  of  authorized  circulation 
was  arbitrarily  limited.  The  limitation  imposed  in  1845 
could  not  be  seriously  objected  to  at  that  time,  because  it  left 
the  authorized  circulation  at  the  amount  then  existing.  The 
moderate  demands  of  changing  seasons  for  an  increased  vol- 
ume of  circulation  could  eajuly  be  met  by  issues  of  notes 
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against  coin,  since  it  would  be  highly  improbable  and  impru- 
dent that  any  bank  should  be  without  a  small  sujjply  of  coin 
which  might  be  made  available  for  such  a  purpose.  This 
view  of  the  matter  is  based,  however,  upon  the  theory  that 
the  population  and  trade  of  Scotland  were  to  remain  station- 
ary or  to  decline,  as  actually  happened  to  the  population  of 
Ireland.  An  advancing  population  and  volume  of  trade 
must  gradually  feel  the  fetters  cramping  the  flesh  of  com- 
merce and  this  has  been  to  some  extent  the  experience  of 
Scotland.  "  The  only  efiect  of  this  law,"  upon  the  banks, 
according  to  M.  Courcelle-Seneuil,  "  has  been  to  limit  their 
productive  power,  in  condemning  them  to  keep  in  reserve  a 
considerable  sum  without  necessity."  '  Protests  against  the 
operation  of  the  Act  of  1845  have  been  frequently  made  by 
the  Scotch  chambers  of  commerce  and  experience  has  seemed 
to  justify  the  early  criticism  of  Mr.  Gilbart,  "  that  restric- 
tions upon  banks  are  taxes  upon  the  public."  *  But  Scot- 
land had  already  passed  the  point  in  1845  where  free  banking 
was  of  supreme  importance  to  her  industrial  development. 
Limitations  upon  her  circulation  might  hamper  the  opera- 
tions and  reduce  the  profits  of  the  banks,  but  they  could  not 
unlearn  the  lessons  in  sa\'ing  and  in  the  use  of  banking 
facilities  which  had  been  taught  by  a  century  of  free  banking. 
The  Scotch  circulation  has  continued  to  fluctuate  in  some 
degree  according  to  the  seasons,  the  lowest  point  being 
reached  in  March  and  the  highest  in  November.  The  ad- 
vance, however,  is  not  steady  from  March  to  November,  but 
rises  to  a  high  point  in  May  and  then  falls  slightly  imtil  the 
advance  sets  in  which  culminates  in  the  autumn.  May  and 
November  are  the  months  when  the  interest  on  mortgages  is 
usually  settled,  annuities  are  paid,  the  country  pet^le  take 
the  interest  on  their  deposits,  and  servants  receive  their 
wages.  It  was  the  custom  during  the  first  half  of  the  pres- 
ent  century  to  settle  all  such  transactions  by  bank-notes. 
This  made  it  easier  for  the  banks  to  keep  their  accounts  than 
under  the  system  of  drawing  odd  amounts  in  checks  ;  for  a 

'  Traiii  des  Oph-alions  de  Banque,  298. 

'  History,  Principles,  and  Practice  of  Banking,  II,,  317. 
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depositor  having  puymcnts  to  make  would  draw  out  the  en- 
tire sum  in  aotes,  -would  receive  bis  paymeiits  duriug  the  day 
in  tlie  i^mc  form,  and  would  deposit  the  net  proceeds  again 
ill  Ode  sum  in  notes  at  the  close  of  the  day.  The  use  of 
chedcs  has  now  become  more  general,  but  does  not  prevent 
Ibe  rise  and  fail  of  the  circuhitioD  in  the  autumn  and  &tmns: 
as  formerly.' 

The  elasticity  and  sccuritj*  of  the  Scotch  circulation  are 
assured  by  the  daily  exchange  of  notes  through  the  Edin- 
burgh clearing  house.  The  settlements  for  notes  were  un- 
dertaken at  au  early  date  by  the  Bank  of  Scothuid  and. 
the  Roynl  Bank,  on  ench  alternate  month  and  are  made  by 
exchange  drafts  on  London.  A  bank  which  cannot  meet 
the  test  of  these  settlements  is  driven  to  suspension,  as 
happened  to  Uic  Western  Bank  in  1857.  The  daily  ex- 
changes by  notes  me  the  great  regulator  of  the  paper  cur- 
rency aixl  by  their  means,  according  to  the  admission  of 
one  of  the  most  radical  opponents  of  free  banking,  "  the 
average  circulation  of  Scotch  bank-note^  is  reduced  to  a  term 
of  a  fewdaj-a."*  Notes  which  are  not  demanded  by  the con- 
venieuce  of  trade  quickly  come  back  to  the  banks  as  dcposiut 
on  current  account  and  arc  returned  through  the  exchanges 
to  the  i^t&uing  bank  to  be  retired  and  cancelled. 

II.  The  proposition  that  tlie  banking  currency  of  Scotland 
bos  enabled  her  people  to  carry  on  unmcrous  transactions 
for  which  they  could  not  well  hare  found  the  ntccs-sary 
quantity  of  coin,  was  abundantly  dcmonatrdlcd  by  the  ttrsti- 
mony  before  the  committees  of  Parliament  which  made  re- 
ports upon  the  subject  in  i8?6.  The  Act  of  1845  n'as  not 
snoccsKfuI.  according  to  Mr.  Giltxiit.  "  in  imparting  to  the 
people  of  Scotland  a  taste  for  gold."  The  circulation  of 
notes,  with  the  profit  which  the  banks  derived  from  circula- 
tion, was  necessary  to  maintain  the  existing  banking  system 
and  afford  accommodation  to  the  Scotch  people.  The  banks 
ha\-c  never  issued  the  gold  except  upon  demand  or  for  spe- 
cial purposes.     W'hcii  it  has  become  necessary  to  increase 

•Gilban,  II..  907.  716. 
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the  circulation  beyoud  llie  limit  imposed  by  the  gold  in 
hand,  thty  have  quietly  brought  the  gold  from  London  to 
Kdinburgh  and  kept  it  locked  up  in  the  vault<t  of  the  bank 
until  the  necessity  for  it  was  at  an  cud.  The  auiuuut  of 
gold  kept  in  the  Scotch  banks  prior  to  the  legislation  of 
1S45  was  but  a  small  percentage  of  their  obhgatinns,  but 
was  targe  enough  to  maintain  their  soKiJucy  and  supply  the 
yellow  nietaJ  when  demanded  for  export  or  other  sijccial 
uses.  The  specie  holdings  for  the  four  w«k8  eudiug  Janu- 
ar>'  3,  1846,  jusl  after  the  acl  took  effect,  were  only  /^i.tSo,, 
406,  or  less  tbaa  half  a  pound  sterling  per  capita,  against  a 
circulation  of  /3,336,409.  The  specie  had  incrcnsed  for  the 
four  weuks  ending  March  5,  1864,  to  ^2,337,4^9  against  a 
circulation  of  ^3.996.743 ;  and  for  the  four  wcekii  ending 
October  5,    iS95t   to  ;£'Si53i>437  against  a  circulation  of 

/7.054.197. 

in.  The  use  of  small  notes  has  also  been  of  enormous 
advantage  to  the  people  of  Scotland,  and  ba.i  produced  none 
of  the  dangcnms  results  to  the  stability  of  the  currency 
which  have  sometimes  been  predicted  iu  other  countries 
when  small  notes  have  been  proposed.  The  benefits  of 
issuing  notes  for  ^i  were  fiiUy  set  fbrtli  in  the  testimony 
before  the  committees  of  the  two  houses  of  Parlianient  in 
1826.  Mr.  Robert  Paul,  Uic  Secretary  to  Uic  Commercial 
Bank,  summed  up  some  of  the  evils  of  abolishing  small  notes 
by  declaring  that  it  would  require  the  reduction  of  the  num- 
ber of  branches,  because  of  the  iiicrtaM;d  cxixnisc  in  the 
transmission  of  gold  :  the  withdrawal  of  cash  accounts,  be- 
cati»e  they  would  no  longer  occomplish  the  end  for  which 
Ihey  n-ere  granted, — the  maintenance  of  the  small  note  cir- 
culatiou  and  the  profits  derived  from  it  by  tlie  banks ;  and 
the  reduction  of  the  rate  of  interest  paid  on  deposits,  because 
it  would  be  necessary  to  keep  a  very  Urge  stock  of  gold  and 
to  keep  it  wbiiUy  unproductive. 

A  letter  written  by  an  agent  of  tlic  Renfrewshire  Bank  at 
Greenock  to  the  manager.  Mr.  Roger  Aytoun,  set  forth  in 
au  even  mure  striking  manner  tlie  absolute  paralysis  which. 
would  tall  upon  many  transactions  by  tlie  adoptiou  of  a  gold 
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currenc>'  and  the  abolition  of  notes  under  /,y  Cattle  dealers 
in  the  country  markets,  he  pointed  out,  often  purchased  two 
or  three  hundred  beasts,  TCflching  an  aggregate  value  of 
se>-aal  hundred  pounds,  but  they  purchased  them  by  the 
single  animal,  at  a  price  ranging  from  jC2  to  ^4,  from  the 
fanners  who  brought  them  to  market.  It  would  be  neccs- 
sajy,  if  ^i  notes  were  alxjhshed,  for  them  to  come  to  market 
loaded  with  gold  :iud  ^Iver.  and  the  difficulty  of  obtaining  it 
from  the  banks  would  be  iucnr3!<cd  by  tlic  fact  that  the 
hxnVa  derived  uo  profit  from  its  circulation.  Grain  wu 
bought  up,  it  was  pointed  out,  in  much  the  same  manner 
and  the  herring  fisheries,  wliicb  often  amounted  at  Locbfine 
alone  to  the  \'aluc  of  ;^4o,noo  in  a  single  season,  were 
brought  iu  by  a  thousand  boab*,  wbo^ie  catch  for  n  night  was 
generally  under  ^5.  "  If  small  notes  are  superecded,  and 
gold  substituted."  continued  Ihe  letter,  "it  is  not  easy  to 
see  bow  the  supply  of  gold  is  to  be  kept  up  to  carry  on  the 
biuiuesa  and  transactions  of  this  country.  Should  a  quau' 
titj-  of  it  be  r«.*ceived  into  the  circulation,  it  would  uot  re- 
muD  long,  but  find  its  way  into  the  banks,  who  will  not 
again  give  it  out  in  bills  as  they  do  their  notes,  and  it  will 
immediately  become  a  scarce  article  in  the  country.  A  per- 
son, then,  having  to  pay  in  small  sums,  will  on  every  such 
occasion  be  obliged  to  send  his  large  notes  to  the  bank  that 
tssned  them,  perhaps  a  hundred  miles  off,  to  receive  gold 
and  alvcr  in  their  place,  to  answer  his  purpose."  The  evi- 
dence was  so  Overwhelming  of  the  value  of  the  small  note 
system  that  even  Sir  Robert  Peel  and  the  extreme  advocates 
of  the  currencj'  principle  were  convinced  of  the  serious  in* 
jury  which  its  abolition  would  do  in  Scotland  and  both  the 
committees  of  the  Lords  and  the  Commons  recommeuded 
Ibe  postponement  of  the  measure. 

r\'.  The  founh  advantage  of  the  Scotch  cnrrency  sj-stem. 
that  it  has  brought  into  active  use  the  available  savings  and 
capital  of  the  country,  is  due  to  the  system  of  allowing  inter- 
est on  deposits.  This  is  hardly  practicahl*  except  under 
freedom  uf  note  issues,  because  no  other  system  would  afibrd 
the  banks  sufficient  profit  to  pay  a  rate  of  interest  attractive 
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to  caP'^^-     '''''«  "^rly  regalatioiis  pennittcd  deposits  for  i 
amount  above  ^lo.  subject  to  withdrawal  al  the  will  of 
depositor  and  hearing  interest  from  the  day  of  deposit  ut 
UK  <lay  of  withdrawal.     This  system  was  supplemented  , 
the  provident  banks,  which  received  dcposita  of  small  sui 
until  they  amounted  to  ^,o.     It  was  the  ambition  of 
Scotch  domestic,  fisherman,  and  agricultural  laborer  to 
cumulate  enough  for  a  bank  deposit  during  a  half  year  c. 
year  and  add  it  to  the  principal  and  interest  %vbich  he  li 
already  earned.    When  this  sum  accumulated  sufficicntlv 
enable  the  depositor  to  buy  or  build  8  bouse,  or  to  set  . 
as  a  master  in  the  trade  in  which  he  had  been  a  servant, 
would  be  drawn  in  bank-notes,  which  avouM  continue  to; 
profit  to  the  bank  until  returned  by  some  other  dcposiU 
The  s>-stem  thus  stimulated  greatly  the  frugality  and  sa\-tn| 
of  the  poor,  and  did  much  to  accumulate  in  Scotland  a  caj 
lal  capable  of  dcTi-clopinx  her  agriculture  and  manufactur 

It  ha*  not  beeu  merely  as  savings  banks,  howocr, 
the  Scotch  banks  have  contributed  to  bring  into  the 
of  active  todustry  the  entire  capital  of  the  country.  TI 
wide  diffusion  of  branches  under  the  Scotch  banking  syste 
places  a  bank  account  within  the  reach  of  every  small  trac 
The  result,  in  councction  with  the  interest  allowed  on 
posits,  has  been  to  create  a  much  greater  number  of  de[ 
accounts  from  small  tradesmen  than  iu  any  other  count 
Tlie  facility  of  banking  and  the  advantage  of  earning  int 
est  have  tempted  the  Scotch  tradesman  to  keep  his  spare  • 
in  hand  at  the  lowest  minimum  and  to  deposit  his  entire 
plus  in  the  bank.  The  payment  of  interest  thus  acts 
direct  check  upon  excessive  issues  by  bringing  the  nc 
back  to  the  bank  for  depoat.    The  advocates  of  the 

>  Tlio  pfoof  ot  ibe  Lu^ge  Mvtags  of  the  Scotch  people  and  tbeif  ; 
«ral HM  of  bankiiiK  bcilitletBUTbefountlin  tbcbaoV  rctunts  fori 
t'nttci]  Kingdom  fon-  1894  patdisb^d  nrmr  the  doac  ot  CtiapUr 
Tlitr^o  retunu  ttaow  that,  !ii  spite  of  tbe  eaonooos  wmIiIi  and ' 
itiK  Ira^cn  coocentratcil  in  Uie  City  of  London,  tlic  deposit  liabUit 
of  Uie  ScoLcli  bcakti,  iliviiktl  by  tlic  popul&dou  of  ScoU&nd.  firoii 
p«r  «i»lU  av«r»KT  gf  utwot  ^TJ.  while  tbo«C  of  KngUnd  «tiy«te  " 
B  like  procoK  show  an  avcmgc  of  alioiit  jCit- 
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!}ank)ii]^  s>*stctn  blame  the  EnKli»>h  banks  for  their  failure  to 
invite  the  avoilable  capital  of  the  country  into  their  coffers 
by  the  payment  of  iDlerest.'  If  a  Scotch  banker  issues  a 
quantity  of  aotc!>.  he  feels  a.ssnrcil  that  nearly  at!  of  tbcm 
will  be  paid  into  some  bank  iu  the  course  of  the  day.  There 
was  a  competition  among-  issuers,  before  the  Act  of  1845, 
but  it  u'as  under  tlie  restraint  of  the  theoretical  rule  of  free 
banking,  that  the  notes  come  back  to  the  bank  whenever 
they  are  issued  in  excess.  Many  of  the  English  banks, 
however,  have  discouraged  deposits  and  active  accounts  by 
charging  n  eonjmission  when  tlie  accounts  were  operated 
upon. 

Deposit  accounts  and  the  payment  of  interest  have  tlius 
operated  at  once  to  brin^  within  the  circle  of  productive  in- 
dustr>' every  possible  fraction  of  available  cnpitnl,  but  they 
have  operated  also  to  apply  constantly  to  ihe  banks  Uic 
touchstone  of  a  sound  and  scientific  currency,— the  redemp- 
tion and  cancelljuiott  of  their  notes.  These  results  could  not 
be  accomplished  by  a  great  slate  institution  or  without  the 
wide  diffusion  of  banks  or  their  branches.  The  ten  Scotch 
hanks  uf  issue  ha\'c  now  over  900  offices  or  lirandies,  or  an 
office  for  ever>''  4500  people,  men,  women,  and  children.  The 
methods  by  which  they  have  accomplished  such  results. 
moreover,  are  not,  in  the  language  of  M.  Courcelle-SeDeuil, 
"  the  exercise  of  a  hliud  routine,  the  setting  in  motion  of  a 
sort  of  mechanism  ;  they  have  becu  the  employment  of  an 
cnlightetKd  judgment  in  their  loans,  the  exercise  of  a  high 
intelligence  applied  to  business."  The  Scotch  system  of 
branches  results  in  an  even  distribution  of  capita!  by  with- 
drawing it  ftom  points  where  it  is  not  needed  and  conccnlrat- 
ing  it  where  it  is  needed.  The  branches  in  the  agricultnral 
districts  usually  accumulate  more  capital  than  is  needed 
within  their  own  circuits  and  transfer  it  to  the  manufacture 
ing  districts,  which  arc  able  to  employ  nearly  all  the  capital 
they  can  obtain.  This  system  kept  capital  within  the  coun- 
try' and  the  payment  of  interest  on  deposits  contributed  to 
deter  the  Scotch  people  from  the  reckless  investments  which 
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have  absortwd  so  many  miUions  of  English,  Piencli, 
Atacncan  money. 

It  vras  predicted,  wlica  the  regulation  of  uote  is$ne»  was 
applied  to  theSootcIi  banks  in  1843,  that  the  rcsolt  would  be 
tbe  ndoctioci  of  the  interest  paid  on  deposits,  and  this  pre- 
dictkMi  hu3  been  veriGed  by  events.  A  part  of  this  reduction 
has  tmdoubtnlly  been  due  to  the  accumulation  of  capital 
aod  the  Mi  in  itsi  price  in  the  money  markets  of  the  world, 
but  a  pari  is  due  to  the  increased  cost  of  hanking  under  the 
Act  of  1S45.  A  mdical  departure  was  taken  Grom  the  old 
BKthods  of  Scotch  banking,  when  the  banks  by  a  drcular  of 
0>rt».*er  1, 189a,  gave  notice  that  after  that  date  the  allowance 
of  interest  ou  credit  or  balances  of  current  accounts  would  be 
dbcontinned.'  No  dJstinctioQ  was  made  iu  regard  to  the 
rate  <tf  interest,  at  the  time  of  the  Act  of  1845  ahd  for  some 
ycttn  after,  bctwceo  deposit  accounts  and  credit  balances  of 
current  accounts.  The  rate  allowed  was  the  same  ou  the  two 
rlllTwn  of  accounts  and  .seldom  fell  so  low  as  two  per  oeot. 
TIk  rate  in  force  on  deports  for  se\'eral  years  was  one  and  a 
half  per  cent,  and  this  was  reduced  in  January,  1895,  to  one 
pet  cvni.  These  low  rates  have  destroyed  much  of  tfie 
moCi\'e  for  depositing  idle  capital  in  the  banks,  and  have 
driven  the  Scutch  people  to  send  their  money  to  Australia 
aad  9cck  otlicr  and  lcs»  secure  iu\'csuneiits  than  those  which 
Utey  fbnnerly  o)>tatited  at  home  by  .simply  depositing  their 
vuTitluo  in  their  current  accounts  with  the  banks. 

V.  The  fiAIi  great  advantage  of  the  Scotch  banking  sys> 
Htu,  that  it  has  ofibidcd  ou  opportunity  for  entering  upon 
hulBW  to  thousands  of  poor  but  honest  yoong  men,  is  due 
ChJMy  to  the  system  of  ca&h  credits.  Tlie  Royal  Bank 
ftMmd,  lOon  after  its  organization,  that  it  had  more  capital 
tteas  U  could  employ  in  OTdiuar>-  commercial  operations  ou 
bilb*  of  exchange  within  tlie  narrow  circle  of  Scotch  com- 
merce. The  result  was  tbe  adoption  of  the  ^^ystem  of  cash 
orviUts.  kv  the  promotion  of  agriculture  and  industry.  The 
cy«t««  concists  in  giving  an  open  credit,  or  drawing  account, 
t,v  , . T  who  is  vouched  for  by  two  or  more  trustwoctby 
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pei9«i&  A  cash  credit  of  ^100  authorizes  Cbe  person  iu 
whose  bvor  it  is  granted  to  draw  upon  tlie  bank  for  lliat 
amoQtit,  but  be  u  not  usually  expected  to  dranr  Ibc  entire 
sum  al  una:  and  is  charged  nilli  intcrtrat  only  on  tlie  amount 
actually  drawn  and  not  repaid  at  any  given  lime.  The  sys- 
tem difTers,  therefore,  from  the  discounting  of  a  bill  of  ex- 
change in  the  fact  that  the  money  can  be  drawn  piece-meal 
instead  of  in  bulk  and  interest  is  charged  only  upon  the  por- 
tion of  the  loian  actually  outstanding.  U  pa>-ments  arc  made 
from  time  to  time  into  the  bank,  they  are  credited  and  the 
interest  charged  is  reduced.  The  persons  who  vouch  for  the 
holder  of  the  cash  credit  are  called  cautioners  or  sureties. 

A  cash  credit,  therefore,  is  in  the  nature  of  permission  to 
overdraw  an  account  up  to  n  fixed  limit.  Cash  crediu  are 
ely  given  for  sums  below  ;£ioo  and  generally  range  from 
^zoo  to  £yxi.  The  banks  prefer  these  small  sunis.  but 
sometimes  grant  such  credits  for  ;£iooo  or  even  larger  sums, 
Payments  upon  these  credits  are  made  in  the  notes  of  the 
bank,  which  are  thus  kept  iu  active  circulation.  Such  a 
credit  is  not  allowed  to  lapse  into  a  dead  loan  of  the  aggrc- 
gale  amount,  but  it  is  expected  that  payments  will  inter- 
mingle with  drafts  upon  it.  It  is  intended  as  a  working 
capital  for  men  of  good  character  engaged  in  trade  or  agri* 
iltnre.  It  has  the  advantage  over  the  ordinary,'  method  of 
by  discount,  not  only  that  it  is  more  economical  to  the 
rer,  but  that  it  keeps  within  the  control  of  the  bank 
Tall  sums  not  in  acti\*e  business  use.  The  holder  of  a  cash 
credit  is  not  only  benefitted  by  paying  into  his  account  all  the 
which  he  may  receive  from  day  to  day.  but  he  reduces 
bank's  outstanding  loans  by  that  amount  and  enables  it 
to  increase  them  in  other  directions. 

The  advantage  of  this  system  to  Scotch  industry-  has  been 
incalculable,  measured  not  only  iu  shillings  and  pumids  to 
the  borrower,  but  in  the  stimulus  which  it  has  given  to  the 
thrift,  frtigality,  honesty,  .and  morality  of  the  people.  The 
two  cautioners  keep  an  eye  upon  tlie  young  man  for  whom 
they  have  vouched,  have  a  right  to  know  the  state  of  his  ac- 
counts, and  if  they  find  that  his  business  is  badly  conducted, 
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tliey  can  witlidraw  their  security  and  authorize  the  bank 
call  in  the  loan.  The  losses  on  cash  credits  have  been  tri- 
fling tliroughout  the  entire  history  of  Scotch  banking.  Ca^ 
credits  have  been  granted  to  manu&cturcrs  and  Urge  employ- 
ers and  totlie  trnstees  of  great  public  works  a&  well  as  to 
young  men  setting  up  in  business  and  to  fanners  desiring' 
money  iu  anticipation  of  the  sale  of  tlieir  crops^  Many  dis- 
tinguished Scotch  nianuiacturcrs  have  testified  that  the  sys- 
tem of  cosh  credits  was  the  foundation  of  their  success  in 
life.  Mr.  Monteith,  a  member  of  Parliament  who  testified 
before  the  Couioiittee  of  the  House  of  Commons  in  1S26,  de- 
clared that  be  was  tbcu  a  manufacturer  employing  4000 
hands  and  tliat,  except  for  the  tnere&t  triSe  of  capital  which 
was  lent  to  him,  and  which  he  soon  paid  off,  be  began  the 
world  with  nothing  hut  a  ca-sli  credit.  The  testimony  hefore 
the  same  committee  showed  that  upon  one  cash  credit  of 
;^50o  there  were  operations  to  the  amount  of  ^70,000  in  a 
single  year,  and  one  witness  stated  that  duriug  twenly-oue 
years  in  a  country'  bank  of  moderate  sir.c  operations  took 
place  to  the  amount  of  /'qo.ooo.ooo  and  that  there  had  been 
but  one  loss  of  ^300  on  a  single  account  and  that  the  whole 
losA  of  the  bank  during  the  entire  period  did  not  exceed 

VI.  The  confidence  which  has  been  produced  among 
the  Scotch  people  in  the  s>-stem  of  a  banking  cttrreocy  as 
maintained  by  their  bank.<;  was  i1lu>;trated  in  a  remarkable 
manner  at  the  time  uf  the  failures  of  the  Western  Bank  in 
1857  and  the  Cit>'  of  Glasgow  Bank  in  [878.  The  run  upon 
the  Western  Bank  began  on  Tuesday,  October  13, 1857,  and 
continued  for  three  day.H,  but  during  that  entire  period  the 
bank  paid  away  only  about  j^36.ooo,  in  coin,  and  for  the 
entire  month  from  October  loth  to  November  7tli  only 
;£44,ooo.  Deposits  were  drawn  out  to  the  amonnt  of 
j£i, 280,000,  bnC  in  nearly  every  cose  tlic  depositors  wvn 
wilting  to  accept  tlie  notes  of  the  bank  and  when  it 
suspended  operations  the  notes  in  circulation  were  still 
j£73o.ooo.    The  bea%-iest  pressure  upon  the  bank  come  afler 
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tlie  announcement  that  it  would  receive  support  from  the 
other  Edinburgh  bonks  on  condition  of  winding  up.  This 
pn^titure  came,  not  from  any  demand  for  gold,  but  from 
;e  tradesmen  who  transferred  their  accounts  to  other 
iks  ill  order  to  establish  banking  relations  for  tlie  future.' 
The  bank  was  unable  to  settle  the  heavy  exchanges  which 
were  thus  created  against  it  in  the  setUemeut  with  the 
associated  banks. 
It  was  not  until  Sunday,  No\xinbcr  8lh.  that  the  other 
inks  resolved  to  refuse  the  notes  of  the  Western  Bank  in 
joaequeiice  of  its  inability  to  settle  ita  exchanges,  and  the  de- 
mand for  gold  became  more  ma  rked  on  Monday  and  Tuesday. 
The  Western  Bank  closed  on  }kIonday  and  a  genuine  panic 
was  directed  for  a  day  and  a  half  against  the  City  of  Glasgow 
iuk.  because  it  had  been  guilt>'  of  the  same  negligence  as 
filhe  Western  Rink  regarding  the  keeping  of  its  reserve  in 
liOndon.  The  bank  was  obliged  to  close  on  Wednesday, 
but  the  demand  for  gold  was  almost  entirely  confined  to 
depositors  an<l  ^crj*  few  note-holders  come  forward  to 
demand  payment  of  their  notes.  Large  remittances  of  gold 
rived  from  London  on  Wednesday  and  Thui"sday,  the  ruu 
the  banks  ended  on  Wcdijcsday  afternoon,  and  the  people 
to  retain  tlic  aauic  confidence  as  cwtr  in  the  other 
I  and  received  the  notes  even  of  the  Western  Bank  when 
lie  other  banks  agreed  lu  again  receive  them.  When  the 
City  of  Glasgow  Bank  failed  in  1878,  it  wxs  only  necessary 
for  the  other  banks  to  announce  that  they  would  continue 
Co  ^ecci^'c  its  notes,  as  usual,  to  put  an  end  to  all  luicasincss 
on  the  «wre  of  ttie  notes.  If  the  banks  on  these  occasions 
had  nut  been  allowed  to  issue  notes,  the  entire  demand  for 
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the  withdrawal  of  deposits  must  have  been  met  in  coin  and 
would  have  put  a  heavy  pressure  upon  the  coin  reserves. 
But  the  small  notes  were  readily  received,  the  deposit  ac- 
counts of  the  solvent  banks  were  not  assailed  and  the  Scoteh 
banking  system  retained  as  completely  as  ever  the  confidence 
of  the  people.' 

'  M.  Horn  declares  tbat  the  tliree  elements  which  hsve  especially 
promoted  the  solidity  of  the  Scotch  banks  and  itupired  the  public 
confidence  have  been  their  large  capital ;  loyal  adherence  to  com- 
mercial banking,  without  complications  with  the  government ;  and 
the  system  of  exchange  of  notes,  which  established  a  sort  of  matoal 
supervision. — La  Liberti  des  Baaques,  424. 
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The  BSect  of  Politiral  atid  Rconntnic  Misfortunes— Tlie  Early  Banlccn 
ukI  thcroundntionortbe  B<okof  Irclnul— The  I^nmDcinl  Bnnk 
■nd  Other  Banki  of  Iwuc— TUe  Collapse  of  tbe  Agricaltnial  and 
Tipperary  Banks— The  Act  of  1845  «ud  Present  Coaditkmi. 


IRELAND  has  had  almost  a^  varied  an  experience  ia 
baalung  as  in.  the  political  fortunes  of  bcr  people  and 
ber  banking  history'  has  been  affected  more  or  less 
unfavombly  by  the  agitated  condition  of  the  country.  The 
policy  of  England  towards  Irelaud  was  distinctly  selfish 
during  the  seventeenth  and  eighteenth  centuries.  Irish 
agriculture  was  crushed  by  the  importation  nf  bounty-paid 
wheat  from  England  and  Irisli  manufacturer  were  stifled  by 
countervailing  duties  iutended  lo  prevent  their  competition 
with  English  goods.'  The  linen  trade  was  almost  the  only 
one  which  w.is  allowed  some  degree  of  prosperity,  upon 
llie  theory  that  it  was  better  for  England  to  draw  her 
linen  supply  from  a  dependency  than  to  pay  foreign  coun- 
tries for  it.  This  policy  was  rhanijcfi  from  1782  lo  1800, 
vhlle  Ireland  had  an  itidepeudcuL  parliament,  for  the  policy 
of  large  bountiesand  protective  duties,  and  tor  a  brief  period 
Irish  indiistr>-  started  forward  by  leaps  and  hounds  under 
this  artificial  stimulus.  But  the  country  soon  felt  the  heavy 
cost  of  the  bounty  system  and  prospeiity  began  to  decline 
liefore  the  union  with  Great  Britain.  The  economic  history 
of  Irelaud  then  became  a  part  of  that  of  England,  and  a 
reasonable  degree  of  progress  was  made  up  to  the  time  of 
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tlic  potato  famioe  in  1846.  That  event  caused  a  loss  of  pop- 
iilaliuTi  by  iitarvatiun  and  immigration  which  has  never  been 
recovered.  Abseulee  laudlordism  also  has  beeu  a  permauent 
source  of  loss  to  the  country  by  the  Urge  aiiiount  of  produce 
and  money  annually  sent  abroad  in  payment  for  rcnt^.  The 
fact  that  bank  deposits  have  increased  and  that  Ireland  has 
retained  ivithiu  her  limits  a  large  fund  of  gold  and  silver, 
in  spite  of  these  obstacles  to  lier  progress,  is  high  evideuce 
of  the  productive  and  thrifly  character  of  the  Irish  people 
and  the  sound  judgment  of  their  bankers. 

The  earliest  banking  in  Ireland  seems  to  have  been  done 
by  brokers  or  intcrmcdi.-irics.  who  brought  borrowers  and 
kuder*  together  for  a  considerotiou.  The  business  of  issuing 
promissory*  notes  against  deposits  of  coin  gradually  grew  up 
among  the  goldsmiths  and  tradesmen,  who  carried  it  on  iu 
addition  to  their  regular  callings.  These  notes  were  given 
a  legal  status  as  negtitiable  instruments  by  an  Act  of  1709, 
wh  tell  made  them  assignable  and  transferable  by  cndorscnicnt, 
There  were  no  hanking  laws  to  prevent  fraud  and  failure, 
and  the  losses  by  the  failure  of  banks  or  exchangers  was 
estimated  as  early  as  16S2  at  having  been  ;^5o,ooo  within  a 
few  years-'  The  Act  of  1709  gave  the  power  to  protest  in- 
land OS  well  as  foreign  bills  and  promissory  notei  for  non- 
acceptance  or  non-paymcul.  The  Irish  House  of  Commons 
acted  as  a  court  of  bankruptcy  and  a  special  act  of  Parlia- 
ment was  necerssary  for  the  liquidation  of  the  afisirs  of  an 
iusolveut  institution.  The  £rst  act  of  the  kind  on  record  is 
in  1721,  which  was  passed  for  the  relief  of  the  credilorBOf 
Mead  and  Curtis,  a  r>uhlin  firm  which  had  suspcnde<l  on 
June  14.  1727.  .\  bill  for  the  relief  of  Burton  and  Falkiocr 
of  Dublin  was  passed  in  1733  but  the  final  legislation  re- 
garding the  affairs  of  this  firm  was  not  paf^s^d  until  r?.^?. 
The  firm  had  acted  as  bankers  for  the  go\'«niiiient  and  their 
failure  seems  to  have  beai  due  to  their  large  holdings  of 
landed  property,  which  could  not  be  turned  into  cash  when 
needed. 

A  series  of  failures  took  place  fn  1755  and  1756,  which  ted 
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to  tbe  oppointm&nt  of  a  stelect  cnmniittee  of  the  House  of 
Cominons  to  make  an  inquii)-.  They  icporlcd  that  crwlit 
had  suffered  by  the  setting  up  of  persons  as  baukers  with- 
out suflicient  capital,  and  recommended  that  hankers  be 
leqdired  to  register  the  real  nnd  personal  estate  which  they 
proposed  to  bold  as  security  for  the  paymeut  of  their  UabiU* 
tics,  that  the  names  of  the  issuing  bankers  he  stated  on  bank- 
note«v,  that  bankers  should  not  be  pennitted  to  trade  as 
merchants,  end  that  it  shunld  be  made  a  felony  without 
benefit  of  clergy  for  cashiers  or  clerks  to  embezzle  money 
in  excess  of  /'50.  The  committee  also  recommended  the 
cancellation  of  notes  at  the  time  of  payment.  These  recom- 
niendalions.  except  that  regaidiog  the  registration  of  security, 
were  embodied  into  law  in  1755  (29  George  II..  c.  16).  This 
act  did  not  entirely  re\'ivc  credit  and  four  important  banking 
failures  took  place  in  1758  and  in  1760,  The  first  was  that  of 
Clements,  Malone,  and  Gore,  a  firm  established  on  July  3, 
175S,  which  closed  its  doors  on  Nowmber  1st,  of  the  same 
year.  This  firm  issued  deposit  notes  payable  to  bearer  on 
sc\-en  days'  notice  with  interest  at  the  rate  of  ten  pence  per 
■ft-eek  forevcr>' ^100  (two  and  one-sixth  percent,  per  annum). 
The  deposits  obtained  were  larger  than  were  expected  and 
were  invested  largely  in  laud,  but  the  depositors  soon  began 
to  demand  repayment  of  their  notes  xmd  as  cosh  could  not 
he  obtained  the  firm  was  oblifred  to  suspend. ' 

Three  of  the  six  hirge  banking  firms  in  UubUn  suspended 
in  1760  and  the  otlicrs  refused  to  discount  bills  and  piacti> 
cally  suspended  business.  Among  the  firms  which  remained 
solx-ent  was  that  of  Mefwrs.  I^  Touche  and  Co.,  which  l>egan 
business  iti  1735  and  sur\'tvcd  as  a  banking  house  until  its 
fiisioD  with  tbe  Munster  Bank  in  187S.  The  financial  coa- 
dttion  of  the  country  and  tbe  atati:  of  credit  were  in  such  a 
Mtuotion  that  a  meeting  of  the  mcrcliants  of  Dublin  was 
held  in  April,  1760,  which  made  an  appeal  to  Parliament  for 
nUe£  A  committee  of  inquiry'  was  named  by  the  House 
which  reported  on  April  2%.  1 760.  that  the  quantity  of  paper 
iu  drctilation  was  tn&ti£Bcieut  to  carry  on  trade  and  mannfac- 
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lures,  and  recommended  support  fra-  tbe'Uiree  surviving 
bauk»  to  t]ie  amount  of  jCso.ooo  each.  This  recommenda- 
tion was  adopted  and  the  notes  of  thc^  ban  leers  wcxe 
T«ceived  as  cash  in  the  subscription  for  a  loau  which  was 
then  being  raised.  The  failure  of  Sir  George  Colebrook. 
Bart.,  and  Company,  London  bankers  u'ho  had  opened  a 
branch  in  Dublin,  in  1764,  was  the  cause  of  another  panic 
in  1770  which  led  the  I<ord  LicutcQant  and  some  of  the 
gentry  to  issue  a  notice  pledging  themselv'cs  to  receive  the 
notes  of  the  existing  Dublin  bnnkers  without  question. 

The  effort  to  found  a  strong  joiut  stock  bank  began  the 
year  after  the  foundation  of  the  Bank  of  England.  A  number 
of  the  principal  merchants  of  Dublin  held  a  meeting  in  1695 
and  presented  a  memorial  to  the  Irish  House  of  Comniotis 
on  September  17th,  recommending  the  estahUshmem  "of  a 
public  bank  or  a  fund  of  credit,  for  the  encouragement  of 
trade,  and  supply  of  the  present  want  of  money.'*  The 
petition  was  referred  to  the  committee  on  trade,  but  was 
never  reported  upon.  The  matter  was  rcvix^d  in  1730  by 
Lord  Abcrcom.  Lord  Boync,  and  others,  who  petitioned  the 
King  for  authority  to  found  a  public  bonk  with  a  capital  of 
^500,000.  The  Lords  Justices  reported  in  fa^-or  of  the 
scheme  and  the  King  .authorized  the  Lord  Lieutenant  to 
grant  a  commisaon  and  charter.  The  consent  of  the  House 
of  Comtnous  was  required  for  a  proper  bill  and  tlie  eorly 
stages  were  favorably  passed.  Charges  of  jobbery-  began 
to  be  made  against  the  promoteis  of  the  bank,  .1  rival  scheme 
was  started  with  a  capital  of  ^^1,000,000,  whose  promoters 
were  charged  witli  paying  /Cso,cxx>  to  mentbers  of  the  House 
as  bribes,  and  the  outcome  was  the  passage  of  a  resolution 
on  December  9,  1721,  "  That  the  erecting  or  establishing  a 
public  bank  in  this  Kingdom  will  be  of  the  mc»t  dangerous 
and  fatal  consequence  to  bis  Majesty's  service  and  the  trade 
and  liberties  of  this  nation. ' '  Religious,  political,  and  finan- 
cial rea.son.s  mfluenced  the  action  uf  the  House,  but  a  stronger 
reason  was  probably  found  in  theinfringement  of  the  privilege 
of  originating  legislation,  which  they  jealously  guanlcd. 

The  plan  of  a  public  bank  remained  in  abeyance  until 
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1782,  when  Ireland  oblaincd  a  ntw  constitution,  was  freed 
from  tiURiiliatitig  liiriff  restrictious  and  believed  her»e1f  upon 
the  threshold  of  a  new  era  of  prasperity.  Mr.  I-^cn,  the 
Secretary  to  the  Lord  Lieutenantf  presented  the  heads  of  a 
biU  for  a  bank  on  Febniar>'  27,  17S2.  Some  opposition 
developed  among  theexisting  baukers  oud  their  friends  iu  the 
House  and  whcu  Mr.  Eden  called  the  bill  up  on  March  5th, 
the  opponents  of  the  bank  endeavored  to  secure  au  adjoum- 
meut,  but  the  motion  was  lost  and  the  tvpon  of  the  com- 
mittee was  ngreed  to.  Tlie  capital  of  the  bank  was  fixed  at 
Coo.ooo  Irish  pounds, '  of  which  no  person  was  to  subscribe 
mote  than  ;£io,ooo,  and  which  was  to  be  lent  to  tbe  govern- 
ment at  four  per  cent.  The  charter  was  to  run  until  January 
T,  1794,  and  until  twelve  months'  notice  of  withdrawal  and 
the  re-payment  of  all  sums  due  the  bank  by  the  govenimeut. 
Tbe  bauk  began  business  June  33,  1783,  and  as  early  as 
October  318*.  of  the  same  year  Mr.  David  La  Toucbc.  Jr., 
was  able  to  inform  the  House  of  Commons  that  great  advan- 
tages had  resulted,  particularly  to  the  traders  in  linen.  The 
first  ofRccs  of  the  bank  were  in  some  old  houses  in  Mar>-'s 
Abbey,  but  after  the  union  of  Great  Britain  and  Ireland  in 
1802,  the  directors  of  the  bank  purchased  the  Parliament 
house  for  ^40.000.  They  remodelled  it  to  meet  their  require- 
ments and  cstahlishctl  the  bank  there  in  1808.  The  meet- 
ings of  the  dirtctora  and  shareholders  are  held  iu  the  old 
chamber  of  the  Lords  and  the  geocral  office  occupies  the 
old  House  of  Commons. 

The  new  institution  was  known,  in  similar  language  to 
that  establishing  the  Bank  of  Eiightnd,  as  "The  Governor 
and  Company  of  the  Bank  of  Ireland,"  and  was  not  allowed 

*  The  coioagc  of  trcUnd.  althouglt  bearing  the  same  nkmcs.  didcrrd 
from  tbat  of  Grmt  Britnin.  Tbe  En^jliKti  sUllllug  wms  poBsed  in  Iie- 
Uad  (or  tliirtccu  peace,  allbougti  Iwelvc  Irish  peace  were  equal  to  n 
■liillinR  and  twcaiy  uliillings  to  a  i^onod  ThU  made  I^nutivh  cotns 
worth  abont  eif;bt  per  cent  more  than  Irish  cotna  of  the  ume  names 
Knd  led  to  much  confusion  until  the  currmdea  were  nmtniUtcd  by 
Itie  Act  of  6George  IV.,  c.  79.  maklajj  tlie  cuneiicy  of  Great  Britain 
tluit  of  the  Unttctl  Kingdom  aud  provitliug  (or  tbe  iutvrpeeUlioo  of 
coutiacu  ia  ita  tcraiit. 
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to  charge  more  than  five  per  cent,  interest  on  loans  and  liis- 
coutitjt.  If  lite  bunk  uicuirecl  debts  to  a  gnatxi  amount 
than  its  capital,  the  subscribers  were  ans^verablc  in  their 
private  capacity  to  the  creditors  in  proportion  to  their  »ul>- 
scriptionni.  The  Rtoek  was  to  t>e  transferable  and  to  be 
deemed  personal  estate,  and  as  such  to  go  to  the  executors 
of  the  holders  rather  than  their  heirs.  Fifteen  directors  were 
to  be  chosen  aiuiually,  not  more  than  two-thirds  of  the  direc- 
tors of  the  preceding  year  were  to  be  re-elected,  and  the 
corporation  was  to  have  a  governor  and  a  deputy  governor. 
The  cliartcrof  the  bank  was  renewed  in  1791  and  the  capital 
increased  to  j£"i, 000,000.  Another  increase  of  ^500,000  was 
made  in  1791,  and  still  another  increase  of  j^i, 000,000  was 
made  in  iSoS  by  48  George  III.,  c.  103.  The  charter  wa» 
extended  at  this  lime  until  the  expiration  of  twelve  months' 
DOticc  after  January,  1837.  The  Inst  increase  of  capital 
was  made  in  1820,  when  the  total  was  fixed  at  ^£^3,000,000 
in  Irish  currency  (equivaleat  to  .^"2,769,231  in  English  cur- 
reacy).  This  last  increajie  was  taken  from  the  surplus  fund 
cf  the  bank  and  lent  to  the  gONxmnieot,  making  the  aggre- 
gate Loans  tothisdate;f2,6.^,769in  English  currency.  The 
total  annuity  paid  the  l>ank  by  the  government  was  fixed  at 
^115.3*4.  which  was  reduced  in  1845  to  ^92.076,  or  at  the 
rate  of  three  and  a  half  per  cent  on  tlie  English  equivalent 
of  the  amotmt  of  the  loan,  and  was  further  slightly  reduced 
in  1893. 

The  suspension  of  cash  payments  in  England  in  1797  was 
extended  to  Ireland,  without  any  apparent  neccssjt>',  *'  fi>r 
tiie  sake  of  unifonaity."  Exchange  was  then  in  favor  of 
Ireland,  there  was  uo  special  demand  upon  the  Bank  of 
Ireland  and  no  drain  of  gold  wai*  feared.  The  effect  of  son- 
pension,  however,  was  to  enormonsly  stimulate  the  issac  of 
notes,  which  increased  from  .^^621,917  in  1797  to  j^2.482,i6» 
in  1800.  j£3,o68,ioo  in  1809,  ^4,212.60010  1S13,  and  finally 
reached  ^5,183.600  in  i8ai  and  ^^6.309,300  in  1825.  Ex- 
change turned  against  Ireland  as  early  as  iSOf  and  led  to 
the  special  inquiry  by  the  British  P.irli3inenl  which  resulted 
in  the  formulation  of  the  phuciplcs  aiturwards  repeated  with 
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Iter  elaboration  hi  the  Bullion  Report.  The  evidence 
fiiowcfl  that  silver  bad  disappcnrcd  from  circulation,  e^-ea 
for  subAidiaiy  purposes,  and  been  replaced  by  silver  notes. 
Mr.  Colvillc,  a  diiector  of  the  Bank  of  Ireland,  testiiied  that 
there  were  in  Ireland  seven  bankers  isstiing  notes  ;  28  issuent 
of  gold  and  stiver  notes,  62  issuers  of  silver  notes  ;  and  128 
issuers  of  I.  O.  U's.  '  The  Dank  of  Ireland  made  large 
profits  upon  its  fbrce<l  circulation,  and  paid  dividends  never 
less  than  six  and  a  half  per  cent,  and  riMug  in  1803  and 
1805,  including  a  bonus,  to  twelve  and  a  half  per  cent.  Ex- 
change on  London  became  bvorable  after  a  time,  not  because 
the  value  of  Irish  currency  was  raiiied,  but  because  that  of 
England  had  fallen  to  its  level. 

The  substantial  monopoly  of  joint  stock  banking  by  means 
of  note  Issues  was  conferred  upon  the  Bank  of  Ireland  by 
the  act  of  incorporation,  whidi  declared  that  it  should  "  not 
be  lawful  for  any  body  politic  or  corporate,  erected  or  to  be 
erected,  other  than  the  corporation  thereby  intended  to  be 
created  and  erected  into  a  natiooal  bank,  or  for  any  other 
persons  whatsoever  united  or  to  be  united  in  covenant  or 
partnership  exceeding  the  number  of  six  persons.  lo  borrow, 
owe,  or  take  up  any  sum  or  sums  of  money  on  their  bills  or 
notes  payable  at  demand,  or  at  any  less  time  than  »x  months 
ftosD  the  borrowing  thereof"  This  prm-i<iioa  left  it  in  the 
power  of  individuals  and  firms  of  small  ntimbers  to  L<isue 
notes,  and  this  privilege  xvas  availed  of  to  a  great  extent 
after  the  suspension  of  cash  payments.  Noth withstanding 
the  worthless  character  of  many  of  these  institutions,  the 
demand  ibr  ciurency  was  .so  imperative  that  large  quantities 
of  notes  were  easily  floated  and  great  distress  occurred,  after 
[820,  when  the  number  of  institutions  outside  the  Bank  of 
Ireland  had  been  reduced  to  six.  The  Bank  of  Ireland  was 
penuitted  by  an  Act  of  1831  (chapter  37)  to  resume  cash 
payments  on  June  ist  of  that  year. 

The  absence  of  a  proper  circulating  medium,  in  spite  of 
the  monopoly  enjoyed  by  the  Bonk  of  Ireland,  led  to  a  pro- 
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vision  in  the  act  wbidi  increased  the  capital  of  the  bank, ' 
that  the  bauk  should  surrender  its  nionopuly  outside  the 
circuit  of  fift>'  Irish  miles  from  Dubliu.  Coinpauies  of  more 
than  six  partuers  were  henceforth  authorizicd  to  do  a  baak- 
ing  business  and  to  issue  circulating  note^  outside  the  pro- 
posed liniil.  A  party  of  English  capitalists  determined  to 
take  advnntnge  of  this  provision  and  ut  a  meeting  iu  I,oDdon 
on  June  tt,  1S24.  resolved  to  found  n  bank  with  a  capital 
of  j^i.ooo.ooo  iu  sliares  of  ^loo  each,  of  which  one-fourth 
was  to  be  paid  up.  Subscriptions  were  received  far  beyond 
the  amount  needed  before  tile  end  of  the  year  and  the  captUl 
of  the  Provincial  Bank  of  Ireland,  which  waa  thus  estab- 
lished, has  never  been  increased  except  in  i8j6,  wlicn  /^40,- 
000  was  transferred  to  the  capital  from  the ' '  rest ' '  or  reserve 
fund.  The  monopoly  enjnycd  by  the  Bank  of  Ireland  in 
Dublin  made  it  necessary  to  keep  the  head  office  of  tbe  new 
bank  in  London,  but  an  agency  was  c:^Liblislicd  in  Dublin 
and  Messrs.  I,a  Touche  and  Company  acted  as  agents  until 
liSjS.  when  the  bank  opened  its  own  office. 

The  Prm-incial  Bank  rapidly  extended  lis  branches 
throughout  Ireland,  establishing  them  at  Cork,  Limerick, 
Clonmel,  and  Londonderry  in  iSaj ;  at  Sligo,  Wexford,  B«l- 
fesl,  Walerford,  and  Galway  iu  1826,  aud  at  other  towns  in 
successive  years.  The  Bank  of  Ireland,  which  had  beta 
cunlent  with  its  head  office  until  it  fouud  compelitoni  in  the 
field,  began  a  policy  of  opening  brauches  and  established 
them  at  Cork,  Walerford,  Clonmel,  I^ndondeny,  Newrj", 
Belfast,  and  Westport  almost  as  soon  as  tbe  prospectus  of  the 
Provincial  Bank  bud  appeared.  They  began  an  action  of 
law  against  the  Provincial  Bank  in  Ekrcember,  1838,  becattse 
of  the  payment  of  the  lallcr's  nntes  in  Dublin.  Tlie  jury 
found  in  £avur  of  Uie  Bank  uf  Ireland  upon  the  hiw  and  the 
evidence,  bat  awarded  damages  at  sixpence,  with  costs  of  a 
like  amount,  as  c\'tdcncc  of  the  feeling  in  the  bnsincss  com- 
munity of  Dublin  against  the  narrow  polic>'  of  the  bank. 
The  restiveness  of  the  merchants  was  ftirther  indicated  ia  a 
petition  to  the  Lords  of  the  Treasury  for  the  establishmeac 
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of  joint  stock  banks  in  Dublin,  which  led  to  a  compromise. 
An  Act  was  passed  in  1830,  making  lawful  the  payment  of 
notes  in  Dublin  by  the  issuing  bank  for  the  purpose  of  with- 
drawing; th«m  from  circulation.  The  Provincial  Bonk  ob- 
tained the  privilege  in  1827  of  receiving  the  revenues  of  the 
excise,  stamps,  and  postal  ser^'ice  outside  the  Dublin  district 
reserved  to  the  Bunk  of  Ireland.  Collectors  of  revenue  were 
authorised  iu  the  same  year  to  receive  the  notes  of  the  bank 
in  Uie^me  manner  as  those  of  tlie  Bank  of  Ireland. 

The  Acts  of  1830  and  1S35  made  it  possible  to  establish 
joint  stock  banlu  in  di^reut  parts  of  Ircbnd  and  several  of 
Ihesc  were  soon  incorporated.  The  first  was  the  Norlbcru 
Banking  Compony,  founded  by  the  partners  of  a  private  bank 
of  the  same  name  in  Heira.st.  .A.n  attempt  wasmadc  to  convert 
tliis  bank  into  a  joint  »tock  bunk  iu  iS^u.  but  it  was  found 
nccessar>'  to  await  a  change  of  the  law  requiring  the  rc^dcnce 
of  all  the  partners  in  Ireland.  Thcbank  began  btisiness  in  its 
new  character  in  Januarj',  1825,  with  a  capital  of  ;^50o,ooo. 
The  capital  was  increased  iu  1S67  to  £\,aix>sxx>  and  has 
since  been  increased  to  ^£2.000.000,  of  which  /400.000  has 
been  paid  iu.  The  Northern  Banking  Company  puichased 
the  busioess  of  Messis.  Ball  and  Co.,  of  Dublin  in  18^8  at  a 
coKtof  ;£^33.5oo  and  opened  au  office  at  the  capital.  Tlie 
Belfast  Banking  Company  was  another  in.<4itution  which 
vras  founded  upon  a  private  company.  It  began  business  as 
a  joint  slock  bank  of  issue  on  August  i,  1S37,  with  a  capital 
of  ^^500.000,  of  which  ^125,000  n-as  paid  in.  The  capital 
vas  increased  in  1S66  to  jf  1,000,000  and  in  1883  to  j^a.ooo,- 
000  with  ^400,000  paid  in. 

The  National  Bank  of  Ireland  was  founded  in  1835  as  th« 
result  of  the  Nationalist  feeling  in  the  country.  It  began 
business  at  the  Carrick-on-Suir  v,-ith  a  subscribed  capital  of 
;£i.ooo,ooo  and  consisted  at  first  of  separate  bodies  of  sliarc- 
holden,  English  and  Irish.  \Micn  a  branch  was  opened, 
the  local  share-holders  subscribed  a  portion  of  the  capital 
and  tlie  English  proprietors  contribaled  a  like  amount. 
The  profits  were  divided  evenly  between  the  two  interests, 
but  the  system  proved  inconvenient  and  the  stocks  were 
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consolidated  in  1837  except  in  two  braoclies,  where  tbe 
consolidation  vf^s  delayed  until  1856.  Daniel  O'Conucll 
was  ttie  Crst  govcnioT  of  ttie  bank  and  his  name  caused 
Uic  iiUitutioa  to  be  dubbed  "The  Liberator's  Bank" 
and  made  way  for  its  notes  all  over  Ireland.  The  only 
other  bank  of  issue  which  is  !>till  doing  business  is  the 
Ulster  Bank,  founded  in  1836,  at  Bcl6»st.  The  capital  was 
oripnally  ^i. 000,000,  which  has  aucc  been  increased  to 
^3,400,000,  with  jC^oo.coo  paid  up.  The  profits  paid  in 
dividends  to  the  shareholders  were  twenty  per  cent,  annu- 
ally from  1866  to  1885  and  have  been  only  a  little  less  in 
subsequent  >'ears.  The  Royal  Bunk  of  Ireland  wa:s  cstab- 
Ushed  at  Dublin  in  1856,  but  was  restrained  by  the  monopoly 
of  the  Bank  of  Ireland  from  issuing  notes,  and  was  found  in 
this  condition  in  1S45  by  the  legislation  confirming  the 
poiTcr  of  issue  to  the  banks  which  then  possessed  it.  The 
Koyal  Bank,  although  a  powerful  and  piofitable  institutiou, 
was.  therefore,  never  eorolk-d  among  Irish  banks  of  issue. 

The  foundation  of  the  National  Bonk  was  intended  to 
ofBiet  iu  a  measure  the  collapse  of  the  Agricultural  and 
Commercta]  Bank  of  Ireland,  which  was  established  in  1834 
by  the  appeals  of  a  Dnblin  baker,  Mr.  Thomas  Mooney,  to 
the  patriotism  of  the  Irish  people.  Mr.  Mooney  bore  the 
same  name  as  a  Dublin  capitilist  of  wealth  and  standing  and 
he  secured  as  one  of  the  directors  a  stationer  named  James 
Chambers,  which  vzi  also  the  name  of  a.  distinguished 
Dublin  financier  who  was  a  director  of  the  Bank  of  Ireland. 
The  impression  getieralty  prevailed  that  these  two  eminent 
genUcmcn  were  interested  in  the  new  bank  and  Mr.  T.  M. 
Gresham,  who  was  brought  into  the  bank  just  before  its 
collapse,  testified  before  a  coDomiltcc  of  the  House  of  Coro- 
ntons  that  "  there  is  no  manner  of  doubt  that  we  were  all 
deceived  in  two  names  in  that  bank."  Tbc  capital  of  the 
AgrtctUttml  Bank  was  gathered  up  ftom  all  sorts  of  humble 
people  by  appeals  tu  their  Irish  patriotism  and  parts  of  it 
were  obtained  by  liberal  discounts  to  those  who  presented 
commercial  bills.  A  meeting  of  the  shareholders  after  the 
coUapac  of  the  bank  was  attended  by  two  steamboat- loads 
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[jrom  Belfast,  most  of  whom  bad  their  expenses  paid  by  the 
directon;,  and  another  contingent  catnc  from  the  south  of 
Ireland  in  cmiAl  boats.    The  bmiKh  manngers  of  the  bantc 

>  were  selected  according  to  their  holdings  of  stuck  and  actud 
In  reckless  disregard  of  orders  &om  the  head  office,  even  to 
the  extent  of  raising  their  own  salaries  and  dating  the 
iiicr«a»e  back  to  the  time  of  their  appointment.'  The  Dom- 
iiial  capital  of  tht  Agricultural  Bank  was  /t, 000,000.  but  it 
admitted  that  at  the  time  of  beginning  business  it  did 
not  actually  exceed  ;f  3.000.  The  first  branch  was  opened 
At  Nenagh,  Ttppcrary  County,  in  November,  1^34,  and  iltc 
bonk  was  compelled  to  close  its  doorsoii  Xovember  14,  1836. 
A  s[>ecta]  act  of  Parliament  was  required  to  wind  up  the 

i  affairs  uf  the  bank  and  an  attempt  to  put  it  on  its  feet  under 

|«  De%v  organization  failed  in  1841. 

The  Tipperary  joint  stock  bank,  which  snccecded  Scully's 
private  bank  in  1838,  did  not  issue  its  own  notes,  but  had  an 

j-arrangementwith  the  Bank  of  Ireland  by  which  \\a  paper 
was  discounted.  The  power  was  re9cr\-cd  to  the  Tipperary 
bonk  by  the  Act  of  1S45  to  take  the  same  amount  of  issue 
aa  it  would  hare  been  entitled  to  in  cose  of  the  tentiinatton 
of  the  agreement  with  the  Bank  of  Ireland,  so  that  it  was 
recognized  as  connected  willi  tlie  system  of  banks  of  issue. 
The  directors  of  the  institution  when  it  became  a  joint  stock 
bank  were  John  Sudlier,  his  brother  James,  and  Mr.  James 
Scully.  The  capital  of  the  bank  was  ,^100,000,  a  portion 
of  which  was  held  in  England,  and  favorable  reports  were 
regularly  made  and  large  dividends  declared  for  some  se\'eit- 

I  teen  years.     Prosperity  seemed  to  reign  in  the  afl&tirs  of  the 

[liank  until  February*,  1.S56,  when  the  doors  were  closed,  less 
than  a  month  after  the  issue  of  a  favorable  report  and  the 

'declaration  of  a  dividend.     It  was  found  that  John  Sadlier 

'  lied  systematically  robbed  the  bank  and  falsified  the  accounts. 
Sadlier  was  one  of  the  brilliant  swindlers  who  so  often  take 
the  world  by  storm  and  persuade  shrewd  men  of  business  to 

'  embark  with  them  iu  great  enterprises.  He  had  piloted 
throagh  Parliament  several  important  railway  bills,  obtained 

'Uillon.71--;. 


1 78        tffSTOXy  OF  MODERN  BANKS  OP  ISSVk. 


the  reputation  of  immense  nealth.  been  elected  member  of 
Parliameut  for  Ciirlow,  and  was  offered  and  accepted  Uie 
position  of  a  Junior  t,ord  of  Ihe  Treasurj'-  He  became 
cbajnuan  of  tlie  I^iidon  and  County  Raulc  in  1S48,  cboir- 
man  of  the  Royal  Swcdbh  Railway  aiitl  a  director  iti  num- 
crttas  stock  companies.  To'n-ards  the  close  of  his  career  he 
mdiscriiutiiately  used  all  the  (iinds  of  either  corpomtion  he 
could  lay  \\\s.  hands  on,  issued  duplicate  shares  in  the  rail- 
way company  and  forged  documeuis  which  he  deposited  as 
security  lor  advances  from  other  bankers.  His  forgeries 
bcgau  to  be  suspected,  the  Tipperarj-  Bank  collapsed,  and  on 
February  17,  1856,  Sadlier's  body  was  found  by  a  laborer 
crossing  Hampstead  Heath,  lying  on  the  ground  with  a 
bottle  labelled  "  poison  "  beside  it.' 

The  Banking  Act  of  1845,  following  tlie  similar  legisla- 
tion for  Hn^land  and  Scotland,  repealed  the  acts  of  Parlia- 
ment which  prohibited  the  formation  of  stock  companies  for 
banking  with  more  Uian  six  partners.  This  threw  down  the 
bars  to  uU  comers,  ^o  far  us  the  orguniziLtioa  of  banks  of 
discount  and  deposit  was  concerned,  but  circulation  was  put 
iu  a  straight  jacket,  as  in  the  case  of  the  English  banks. 
The  authorized  issue  of  circulating  notes  after  Dcccmtxrr  6, 
1845.  was  uol  lo  be  permitted  to  exceed,  upon  an  average 
of  four  weeks,  the  average  amount  of  the  circulation  for  the 
year  ending  on  the  first  day  of  May,  1845.'  If  any  two 
banks  uuilcd.  they  were  allowed  lu  maintain  the  aggregate 
anthorixed  circulation  of  both  the  old  banks,  and  if  any  hank 
surrendered  its  issue  or  agreed  to  issue  Bank  of  lrclan<l  notes, 
Ihe  lionk  of  Ireland  was  allowed  to  increase  \\s.  issues  tu  the 
full  animmt  of  the  notes  withdrawn.  The  law  differed  in 
thin  rcTtpcct  from  the  English  act,  which  limited  the  increase 
in  Bank  of  England  issues  in  such  cases  to  two-thirds  of  the 
isBUv^  ^vilhdmwn. 

The  Irbh  law  diOered  in  an  important  respect  from  the 
Hngltsh  banking  act  tn  regard  to  the  additional  circulation 
wliivh  the  banks  were  authorized  to  issue  against  deposits 
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of  coin  and  buUioii.  This  privilege  was  accorded  to  all  the 
Irish  l)iank5  of  i»sue, — instead  of  hut  one,  as  in  the  case  of 
Kngland, — and  they  were  thus  put  upon  an  equal  footing 
with  no  apparent  purpose  of  coucentratiiig  issues  fiually  in  a 
single  iustitutiou.  The  Irish  banks  arc  rcqiiirctl,  however, 
to  keep  the  coin  held  against  additional  circulation  wholly 
fit  their  head  officer,  while  nil  their  notC5  arc  required  to  be 
redeemed  on  demand  at  tlie  place  or  placvs  wbeie  isMicd. 
These  requirements  compel  thciu  to  keep  a  supply  of  coin  at 
ever)-  branch,  in  order  to  redeem  notes  issued  from  that 
bioncli,  luid  it  i»  the  practice  for  a  hank  to  redeem  any  of  its 
tioteb  at  any  of  its  hrfinclies  where  thoy  may  be  presented. 
The  fact  that  the  pnWlege  of  additional  issues  has  been 
availed  of  to  only  a  limited  extent,  while  the  coib  holdings 
of  the  banks  have  been  larg:e,  would  seem  to  indicate  that 
the  fixed  limit  of  authorized  issues  has  not  operated  greatly 
to  restrain  the  bu.'nnessde^'elopment  of  Ireland.  One  reason 
for  this  is  doubtless  found  in  the  fact  that  the  population  and 
the  volume  of  business  were  so  greatly  decreased  in  the 
foxniiK  years,  while  the  authorized  circulation  renwined 
untouched.  The  limit  has  proved  in  practice  so  generous 
that  Ireland  has  enjoyed  a  currency  fluctuating  with  tlie 
auLSons  and  with  the  var>'ing  demand  for  money,  in  much 
the  satDC  manner  as  an  untrammelled  banking  cuireuo*. 

The  circulation  was  nearly  ^i,oco,ooo  above  the  limit  in 
1846,  standing  atj£7,366,ooo,  but  declined  as  low  as  ^£^4,310- 
coo  in  1849.  The  average  returned  in  1854  to  /6, 296,000 
and  increased  prctt>-  steadily  until  i860,  when  it  stood  at 
^6,840,000.  A  decline  then  set  in.  which  reached  its  lowest 
ebb  in  1S63  at  ^5,405,000.  Another  period  of  increase 
carried  the  average  circulation  for  187205  high  as  ^7,674,000. 
after  which  it  fell  to  ^6,065,000  in  1879,  rose  to  /7, 297,000 
in  1882  and  fell  to  ^5, 885,000  in  1887, — the  lowest  average 
for  twenty  yvars.  The  anthorizied  circulation  of  each  bank, 
with  the  circulation  and  specie  holdings  for  the  four  weeks 
ending  November  30,  1895,  are  shown  in  the  foUonin^ 
table  •. 
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MMt. 

jtirmaaixBi 
c]BCiii.tniMi. 

POCK  WfelOCt. 

null  11I.TVB 

Provindal  Bick.  of  Ireland. . 

jC3.738.438 

9»7.«7 
36I.6I] 
a4j.*40 

311.079 

853.a69 

/a.670.47S 
801  .-S6 
610.087 
591.9*6 
897.974 

«.3sfr.;<7 

^648.823 

3S3.399 
4J«.5SJ 
461,119 
70S.535 

8^4.549 

ToUl 

C. 354. 494 

6.93$.963 

3.497.006 

The  avxrage  drculatiou  shown  consisted  of  ;^2,896,84i  in 
notes  of  denomiiiati<H]s  imder  ^5  and  ^^^4,032, 124  in  notes 
for  ^5  and  more. 

The  elastic  charncter  of  the  Irish  currency,  in  spite  of  the 
restrictions  of  law.  gives  an  interest  to  the  flnctuiitioiis  dur- 
ing the  year  which  result  from  the  varying  demand  for 
money.  Beginning  nith  Januar>-,  the  amount  of  the  circula- 
tion a«iually  declines, — slowly  at  first,  but  more  rapidly  in 
May.  June,  and  July,  uutil  it  reaches  its  lowest  point  at  the 
ead  of  August.  Then  begins  the  process  described  by  Mr. 
Gilbart,  as  a  consequeuce  of  tbe  kw  that  "  the  montlily  cir- 
culation must  depend  upon  the  quantity  of  produce  brougbt 
to  market  witbiu  the  month  "  : 

Nov,  it  bas  been  Uie  custom  la  Ireland  to  coniineDce  bringing  tbe 
produce  to  market  immedi«tcly  ftil«r  tb*  harvwL  Heti«c  irij^s  tbfr 
iiicrcueof  ilie  uolca  In  Scptvoiber,  aud  ihdr  fontier  lucreasc  in  the  fol- 
lowiag  ntontti.  Hut  in  thchctpnningof  Iheyi-arthoUnillnnlHt-olirct 
their  rents,  and  receive  from  Uicir  tenonts  the  uoles  foi  which  this 
prodncc  liaft  been  sol<l :  this  brings  the  notes  back  to  the  Irank,  cither 
lo  tie  placed  to  hia  credit  (if  lie  liave  iin  account  there),  or,  otherwise, 
iu  exchange  for  a  letter  of  credit  ou  Oubliu,  or  a  bill  on  Losdoo. 
The  ciimit  of  a  note,  then,  ii  Ihia  :— Tt  ix  ubintiKd  fnilD  the  hank  by 
a  com -merchant,  who  pays  it  to  n  Tanner  for  his  com,  wbicb  b«  bIuim 
to  England,  The  farmer  afterwards  pays  the  note  for  leSt  to  111* 
UniUoTd.  nlio  brlDgs  tt  back  to  Ibe  bank. ' 

One  of  the  peculiar  features  of  the  Iri&h  ctreutatioa,  like 
the  Scottish,  is  the  large  proportion  of  small  t»tea.  The 
Select  Conntiittee  of  (he  House  of  Commons  in  1S36  Tecom> 
mended  fixing  n  limit  of  time  in  the  future  beyond  which 

'  TTtt  ilislwy,  /yinafiifs,  tttd Pf«etier  0/  BsMkimg,  n..  j8«. 
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the  circulation  of  notes  b«low  ^5  should  cease,  but  the  testi- 
mony gi\'en  before  the  commitlw  wiiH  agaiusl  suoh  3  restric- 
tion and  it  was  not  adopted.  Tlie  arguiDcnts  made  against 
the  restriction  were  that  it  nould  check  the  growth  of 
mauulactures,  moke  difficult  the  sale  of  small  lots  of  agri- 
cultural produce,  and  curtail  the  accommodation  which  the 
banks  are  able  to  give  their  customers  and  especially  their 
ca^  credits.  The  transfer  of  gold,  it  was  pointed  out.  in.-ould 
be  tDconveaient  and  costly,  and  once  sent  out  of  the  country 
it  would  rarely  come  back.  The  Act  of  1845  prohibited  notes 
of  fractions  of  ^1  and  required  the  banks  in  tlieir  reports  to 
stale  sepaialely  the  notes  in  circulation  under  ^5.  These 
returns  have  shown  a  large  proportion  of  small  notes  in  cir- 
culation and  a  marked  increase  from  September  to  January 
over  the  spring  and  summer  months.  This  circulation  of 
small  notes  has  contributed,  with  the  widely  dilTusol  system 
of  branches,'  and  the  existence  of  several  strong  joint  stock 
banks  without  the  power  of  issue,  to  afford  reasonably  ade- 
quate (actUties  for  the  devclopmc-ot  of  banking  in  Ireland. 
The  proof  of  the  growing  use  of  banking  facilities  is  afforded 
by  tke  steady  expansion  of  deposits,  shown  in  the  fallon-ing 
table,  in  the  lace  of  a  decreasing  population  : 


twTit,  i«»>»«m  AKn 

nnosmri* 

VIAK. 

»om.*naM. 

CUH  MAbUlUa, 

CAntjt. 

L    •.     J. 

t8to 

•.iSS.Sai 

/5.567.8SI 

0  13    6 

rt*7 

8.0*5.374 

6.403.134 

0  t6     3 

i4so 

6^877.549 
6,014.669 

&.  368,838 

I    4    I 

^ 

11.385,821 

a   0  (o 

j,S>o,96o 

15,609,237 

a  13    7 

1865 

S.S'>4.5B9 

15,619.000 

367 

1B70 

S.4'8.S'a 

1.1,36^,000 

4    9  »» 

I87S 

5.201.640 

33.S'9.«oo 

670 

tf»n 

39.746,000 

5  N    4 

i88s 

4.<^4.Ma 

39.370.000 

5  19    4 

■8go 

4.716.996 

3J,<]6l,ixio 

7     0     8 

1693 

4.606,537 

54.637.000 

7  10    4 

'Tlie  number  of  brancha  of  the  tuning  banks  in  1887  wu  ^53, 
sffonting  an  sverage  of  one  to  13.000  lababiunts  tuitl  to  200  ftquare 
kilotnttcn.  Counting  tbc  joint  stock  banks  wliicti  ilonol  Lteneuotefl, 
tbc  average  wu  one  bcancb  to  10,500  inliabitanU  and  to  180  kilo- 
ncten.— No«l,  I.  75.  Tb«  nnnbcr  of  offices  «f  «U  Iriab  bonks  at  tbc 
bcKtnntnff  of  1893  wna  j;:. 


CHAPTER  VIII. 

THB  BANES  OK  GKttBIANV. 

Tb«  Bank  of  PnusU  and  tbe  Share  of  th«  SUt«  in  ita  PreSta — Other 
Banks  of  Imue  ia  rrunnia  aiid  the  Smalter  SUtcH  nf  Ctnnonv— 
The  Reibno  of  Currency  and  Bankiiig  under  the  Empire— The 
Sales  of  iiilver  and  the  Withdrawn!  of  Pap«r  Money— AbMBce  of 
Legal  Tender  Cliaracter  in  the  Bank'Sotcs. 


THK  existing  banking  system  of  the  German  ICmpire  is 
a  part  of  the  fabric  of  imperialism  which  wa«  so  io- 
dtistriously  built  up  by  Prince  Bismarck  from  the  be- 
guiling of  his  picmicrship  in  it!62  until  his  rctircmcut  from 
office.  The  Imperial  Bank  of  Ocraiany  is  in  a  meastire  an 
expaasioa  and  (le\'elopiiicnt  of  the  Bank  of  Pm&sia.  which 
was  founded  in  the  time  of  Frederick  the  Great,  but  it  has 
already  absorbed  the  ctrciilatiou  beloaginj;  to  the  banks  of 
most  of  the  other  German  stales  and  is  authorized  to  absorb 
the  entire  paper  circulation  of  the  Empire  as  it  is  surrendered 
by  the  local  bank?i,  in  much  the  same  manner  as  tbc  Rank 
of  England  is  authorized  by  the  Act  of  1&44  to  absorb  the 
cimilation  of  the  country*  banks  of  I^ngland  and  Wales, 
The  circulation  of  the  Imperial  German  Bank,  while  mod- 
elled in  many  rrapccts  on  that  of  the  Bank  nf  England,  is 
capable  of  a  somewhat  greater  degree  of  elaaticity.  by  virtue 
of  a  legal  provision  for  an  emergency  circulation  above  the 
usual  limit,  and  the  notes  are  tmt  a  legal  tender. 

The  Bank  of  Prussia  was  created  by  Wrtuc  of  an  edict  of 
June  17,  1765,  under  tlie  name  of  the  Ro)'aI  Bank  of  Loaus 
and  Current  Accounts  at  Berlin  {KonigUehf  Cirv-  und  Lekn- 
bank  lu  BeriiH)  with  a  capjlnl  of  i,ooo.oc»  thalers  K.%,ih>:>,<XfS) 
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and  was  ax  finX  excltisirely  an  iostitution  of  state.  It  cou- 
ttniKd  to  be  a  statt  iiistitulion  until  1846,  wben  the  new  de- 
mauds  for  capital  for  railways  and  for  the  extension  of 
commercial  relations  led  to  nn  extension  of  the  scope  of  the 
bank  and  nn  appeal  to  private  capital  to  carT>'  it  ou.  Two 
ordinances  of  April  14  and  July  iS.  1846,  authorized  the 
iocrcase  of  the  capital  by  a  sura  of  10,000,000  thalcrs  (87,500.- 
000)  and  admitted  the  shareholders  to  a  part  in  the  adminis- 
tration by  means  of  a  central  comuiissiuii  composed  of  fifteen 
members,  who  were  authorized  to  appoint  acommitccnfthrce 
to  exercise  a  regular  supcn-ision  over  the  acta  of  the  direc- 
tors.' The  capital  owned  by  the  State  had  been  tucreased  by 
the  setting  a&idv  of  profits  until  it  had  reitdied  in  \'6^b  1.197,- 
553  thalcrs  ($900,000),  and  the  portion  furnished  by  the  pub- 
lic was  increased  in  May.  1856,  to  15,000,000  Ihalera  and 
again  by  the  law  of  September  24,  1866,  to  20,000.000  tbalers. 
($15,000,000),  divided  into  shares  of  a  par  value  of  one 
tliousand  thalers  each.  The  capital  credited  to  the  state  had 
been  iucreasiug  in  the  meantime  until  it  attained  in  Decem- 
ber. 1867,  a  total  of  1.897.800  thalcrs  (S1.425.ooo). 

Tile  goveniment  took  care  to  keep  its  hands  hnnly  on  the 
direction  of  the  bank,  in  npite  of  the  new  privileges  given 
the  shareholders,  and  limited  the  right  to  participate  in  the 
general  assembly  of  shareholders  to  the  two  hundred  hold- 
ing the  largeii>t  amount  of  stock  domiciled  in  PrusKia,  Su- 
preme  contrul  was  reserved  directly  and  exclusively  to  a 
privy  council  {Bank  Kitralorium).  composed  of  the  Presi* 
dent  of  the  Council  of  Ministers,  the  Ministers  of  Finance. 
nf  Justice,  and  of  Commerce,  and  a  fifth  member  n.-uaed  by 
the  King.  The  direct  uiauagcuicut  also  was  confided  to  a 
director  and  a  committee  of  direction  appointed  upon  the 
King's  nomination.  Tliis  uSicial  control  was  compensated 
to  a  measure  by  exemptions  from  iupo'its  and  (rom  certain 
taxes  which  were  imposetl  upon  other  similar  estabhshmeuts. 
The  bank  was  compelled,  however,  to  paj'  interest  on  the 
deposit  of  the  public  funds  and  to  pay  three  and  a  half  per 
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cent,  upon  the  capital  contributed  by  the  State  iiiid  half  the 
net  profits  remainiug  after  the  payment  of  a  dividend  of  a 
like  amount  to  the  shareholders.  The  receipts  of  the  gov- 
ernment from  these  sources,  including  interest  on  its  own 
slock,  attained  a  very  considerable  figure  during  the  eight 
years  prior  to  its  transformation  into  the  ucw  Imperial  Bank, 
amounting  103,166,436  thalers  in  1873;  1,711.920  thalers  in 
1874  ;  and  2,284,875  Ihalers  in  1875. 

The  accounts  of  the  Bank  of  Prussia  alTord  a  good  lllus- 
tratioQ  of  the  principle  tliat  banks  of  issue  nsually  precede 
mere  banks  of  discount  and  deposit  as  a  means  of  familiar- 
izing the  public  with  banking  methods.  There  were  scarcdy 
any  depo»ts  in  the  early  histor)'  of  the  bank,  except  those 
made  by  the  government  and  upon  which  interest  was  paid 
by  tile  bank.  These  government  deposits  came  from  (he 
trust  funds  of  the  courts,  including  those  of  guardianship, 
and  the  adniiuistratiou  of  churches,  schools,  hospitals,  and 
other  charitable  foundations  and  public  iustilutiuns.  Their 
magnitude  constantly  grew  and  their  use  by  the  bank  gave 
it  luauablc  funds  which  it  could  not  otherwise  have  obtained 
except  by  .iu  issue  of  notes  upon  commercial  paper  dispiD- 
porlionate  to  its  original  capitoL  This  monej'  cnljusted  to 
the  bank  enabled  it  to  do  a  discount  business  which  steadily 
grew  with  ihe  expanstou  of  commerce  in  Prussia  nnd  among 
her  neighbors.  The  aggregate  of  the  dtscotmt  bnstneasof 
the  year  rose  from  i.58t.<)56,39Q  marks  (8395.000,000)  in 
1867  to  2.630,469,468  niarlcs  in  1871,  3,95^.299,756  marks  in 
1873,  ond  5,350,216,312  marks  in  1873.  The  business dejMTe»- 
sion  which  began  in  the  latter  year  forced  the  discounts  down 
to  4.136.089.163  marks  tn  1874  and  to  4,099.613,175  marks 
($(,025,000,000)  in  1875. 

One  of  the  peculiarities  of  the  Bank  of  Pni.t.<ria,  which  ex- 
tended to  many  other  German  bauks,  was  the  practice  of 
making  loans  upon  mercltandtse  as  well  as  upon  bullion 
and  the  pledge  of  securities.  Business  of  this  kuid  was  al- 
ways kept  within  conservative  litoila  and  the  statutes  of  the 
Bank  of  Prussia  admitted  the  precioufi  metals  at  a  valuation 
uf  only  95  per  cent,  of  their  real  \-nlue  and  inerchandi.se  at 
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from  50  to  60  per  «nt.  The  \*aluation  of  negotiable  securi- 
ties was  determined  by  the  oflficers  of  the  bank.  All  these 
operations  were  limited  in  amount  and  were  required  to  run 
Ibr  tL-rms  no  longer  than  bills  of  exchange,  for  which  the 
maximum  was  three  months.  The  number  of  loans  of  this 
sort  steadily  declined  during  the  latter  years  of  the  history 
of  the  bank,  while  tlie  amount  increased,  reaching  a  maxi- 
mum in  1872  of  834,840,690  marks  ($206,000,000).  including 
scctirities. 

The  issue  of  cimilnting  notes  was  the  chief  means  by 
which  the  Bank  of  Prus^a  was  able  to  utilize  its  assets  and 
there  was  no  limit  of  law  after  1856  iipou  the  volume  of  the 
iftsoes.  The  law  of  1S46  forbade  the  issue  of  t»Us  for  a 
greater  sum  than  21,000,000  thalers  ($15,750,000),  bat  the 
repeal  of  this  provision  in  1856  left  the  bank  unlrannuelled, 
except  as  the  opinion  of  the  linking  community  imposed  a 
relation  of  one  to  three  between  the  metallic  teserv-e  and  the 
circulation.  The  bills  were  not  a  legal  tender  and  were  re- 
deemable in  coin  on  demand,  but  they  were  accepted  in  pub> 
lie  depositories  by  Wrtue  of  a  royal  ordinance  of  June  g, 
1847.  Tlie  denominations  were  limited  to  ten.  twenty-five. 
fifty,  one  hundred,  and  five  hundred  thalcrs,  equivalent  to  a 
minimum  of  $7.50  and  a  maximum  of  $375.  A  further 
limitation  was  imposed  that  bills  of  the  smallest  denomina- 
tion should  not  exceed  a  total  of  10,000.000  tbalers  C$7,500,- 
000).  and  in  fact  their  number  never  stirpossed  957.000  in 
the  ten  years  preceding  consolidation  with  the  Bank  of  the 
Empire  and  had  descended  in  1S75  to  530,000  ($3,900,000). 
Ttie  maximum  note  circulation  in  i860  was  93,029,000  tha- 
lcrs (§70,000,000)  ;  in  1865,  136,148,000  tholets,  and  1S70 
202,488,000  thaleis.  The  increase  was  more  rapid  in  the 
next  few  years  and  carried  the  maximum  in  1871  toz43,343,* 
000  thalcrs:  in  1S72.  to  31  i.53r. 000  thalcrs;  in  1873  to  342.- 
290,000  thaler» ;  and  in  1 874  to  297,413,000  thalers. 

The  re^ierve  of  the  Bank  of  Prussia  consisted  of  gold  and 
silver  coin  and  bullion,  public  securities,  bills  of  Prussian 
private  banks,  and  securieics  payable  at  sight  or  otherwise 
and  until  1869  of  accepted  drafts  (Giro-AnweisungeH),    The 
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total  of  this  reserve  reached  in  1875  about  1,900,000.000 
marks  ($475,000,000).  The  proportion  of  ooin  and  buUioa 
seldom  exceeded  oiic-third  of  this  aggregate.  The  maximum 
ill  iRf>owas  77,457,000  thalers  {$58,ooo,ooo>  and  hat!  only 
reached  99,427,000  thalers  in  187a  The  rapid  increase  of 
the  number  of  branches  of  the  bank  scattered  <n-er  Prussia 
and  the  growth  of  commercial  operations  led  to  an  tocrease 
in  the  reserve  during  the  last  four  years  of  the  operations  of 
the  bank  commenfturate  with  the  increase  in  its  ctrctilatioa 
and  discount?,  so  that  Uie  maximum  in  1874  was  239,860,- 
000 thalers  ($ido,ooo,ooo)  and  the  minimum  was  303,311,000 
thalers  ($152,000,000).  The  Bank  of  Pnisnia,  in  spite  of 
the  share  which  the  gox-emment  enjoyed  iu  its  profit*,  had 
DO  mouopoly  of  the  right  uf  note  issue  in  the  Kingdom.  By 
its  side  and  iu  competition  with  its  numerous  branches  ex< 
isted  eight  local  banks,  including  one  at  Berlin,  whasc  united 
capital  was  8,899,000  thalers  (116,675,000)  and  which  had  the 
right  to  issue  bills  to  the  amount  of  7,000,000  thaleis,  but  in 
no  case  of  a  smaller  denomination  than  ten  thalers  ($7.50),' 
The  branches  of  the  Bank  of  Prussia  increased  from  143  id 
1867  to  158  in  1870  and  167  iu  1S75.' 

The  other  German  states  were  not  without  flourishing 
banks  of  issue,  which  conformed  in  the  general  features  of 
their  organization  to  the  Bank  of  Prussia.  There  were 
thirty-three  Gcnnaii  banks  in  existence,  inrhidiiig  those  of 
Prussia,  wheu  the  Imperial  Bank  was  established  in  1875. 
Two  of  these  were  commercial  bnnks  and  one  was  a  teni* 
torial  bank,  the  capital  iu  each  of  these  ca.scs  being  furnished 
by  thcmunicipality  or  the  State  and  the  liabilities  constituting 
a  geaerol  daim  against  the  govenunent  and  the  community. 
The  others  were  organized  as  slock  companies.  Three  of 
the  Gennan  banks — the  Bank  of  Bremen,  founded  in  1856; 
the  Bank  of  Thuringia,  founded  in  1856  ;  and  the  Bank  of 
Auhali -Dessau,  founded  in  [847— held  charters  without 
limit  of  time,  which  were  regarded  as  pctpetual.     The  char- 
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lere  of  the  other  batiks  ran  for  various  periods  from  one  year 
lo  eighl>-one  years.  The  charters  of  tlic  Bank  of  Gera, 
which  expired  in  1933,  and  of  the  Banks  of  Central  Germany 
and  Lower  Saxony,  which  expired  in  1956,  had  been  granted 
originally  for  one  hnndred  years. 

The  oldest  of  the  banks  with  limited  charters  was  that  of 
PoDierania,  c^itablishcd  at  Stettin  in  1821,  with  a  capital  of 
6,000,000  marks.  The  others  were  :  The  Bavarian  Bank  of 
Mortgage  and  Exchange  at  Munich,  foumled  in  iS^Vf ;  the 
Bank  of  Leipzig,  in  1S39 ;  the  ComniunnI  Bank  of  Breslau, 
in  1848;  the  Communal  Bank  of  Chemnitz,  in  1848;  the 
Bank  of  United  Deposits  of  Berlin,  in  1850;  tlie  Bunk  of 
Rostock,  in  1850;  the  Bank  of  Weimar,  tn  1853  ;  the  Bank 
of  Gera,  in  1854  ;  the  Bank  of  Frankfort,  in  1854  ;  the  Bank 
of  Southern  Gcrraaiiy,  at  Darmstadt,  in  1S55  ;  the  Bank  of 
Cologne,  in  1856  ;  ihe  Bank  of  Magdeburg,  in  1856  ;  Ihe  Pri- 
vate Bank  of  Lubcck,  in  1856  ;  the  Tciritonal  Bank  of  Hesse, 
at  Homburg.  in  1 856 ;  the  Bank  of  Hanover,  at  Hanover, 
tu  1856  ;  Ihe  Private  Bank  of  Goiha,  in  1856  ;  the  Bank  of 
Central  Germany,  at  Meiningen.  in  1856  ;  the  Bank  of  Lower 
Saxouy.  at  Buckebourg,  in  1856 ;  the  Bank  of  Dantzig.  in 
1857  ;  the  Bank  of  Pozcn,  in  1857  ;  tlie  Bank  of  Brunswick, 
in  1857  :  tlie  Commercial  Bank  of  Lubeck,  in  1865  ;  the 
Bank  of  Saxony,  at  Dresden,  in  iS5s  ;  the  Territorial  Bank 
of  Gorlitx,  in  1866  ;  the  Bank  of  United  Deposits,  at  Leipzig, 
in  1S67  ;  the  Territorial  Bank  of  Oldenburg,  in  1S6S  ;  the 
Bank  of  Baden,  at  Mautiheini,  in  1S70  ;  and  the  Bank  of 
Wurtcmbnrg  at  Stuttgaid,  in  1871.  The  Prussian  banks  in 
tbi»  list  are  those  at  Stettin,  Breslau.  Cologne,  Gorhtz, 
Magdeburg,  Dantzig,  and  Pozcn,  and  the  Bank  of  United 
Deposits  at  Berlin. 

Many  of  these  banks  were  imrn  of  the  financial  necessities 
of  the  go\"enimeul3  by  which  they  %vere  chartered  and  were 
under  obligations  to  aid  the  public  Treasury-.  The  Bank  of 
Homburg  was  required  to  loan  to  the  government  up  to  a 
maximum  of  too.000  florins  ($42,000)  at  three  per  cent. ;  the 
Batik  of  Gotha  was  reqiiired  to  advance  to  the  Treasury 
a  maximum  sum  of  200,000  thalcrs  (;^i 50,000}  at  four  per 
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cciit. ;  tlie  Back  of  Bremeu  waa  required  to  loan  a  maximum 
of  200,000  thalers,  and  the  Bank  of  Buckcbourg  was  under 
obligations  to  make  advances  to  the  aoiount  of  400,000 
thalers  without  interest,  on  the  condttioQ  that  the  guvemment 
deposit  public  securities  paying  an  interest  of  four  percent.' 
The  State  exercised  a  more  or  less  complete  control  over  all 
theite  local  banks,  in  some  cases  appointing  the  officials  and 
in  others  Umiting  its  action  to  inspection  and  suggestion. 
Tlie  Banks  of  Bremen  and  Frankfort  were  among  those  en- 
joying comparative  freedom,  being  subject  only  to  public 
cwntrol  when  it  was  judged  desirable. 

The  operations  of  these  banks  before  1875  consisted,  like 
the  operations  of  the  Bank  of  Prussia,  in  the  discount  of 
commercial  paper,  the  negotiations  of  foreign  and  domestic 
bills  of  exchange,  advances  upon  public  stocks  and  the  pre- 
cious metals  and  in  some  cases  upon  mortgages,  and  the 
pledge  of  securities  and  propertj*.  The  building  of  railways, 
the  increased  productive  power  of  the  community,  and  Ute 
consequent  increase  in  capital,  brought  a  rapid  extension  of 
busineas  to  the  Gennnn  banks  during  the  ten  years  before 
they  become  subordinate  to  the  German  Imperial  Bank. 
The  aggregate  commercial  discounts  of  all  except  the  Bank 
of  Pnisda  increased  from  126,629  i"  number  and  693,430,- 
537  marks  ($167,000,000)  in  amount  in  1867  to  535,302  in 
number  and  2.797,759,142  marks  ($G75,cxo,ooo)  in  amount 
in  1874.  The  raanagetnent  of  the  local  state  banks  was  for 
the  most  port  prudent  and  conservative  and  they  were  doing 
a  safe  and  profitable  business  when  they  were  arrested  in 
their  growth  by  the  policy  of  consolidation.  Most  of  them 
had  branches  in  the  neighboring  towns  and  cities,  leadiing 
a  total  of  nearly  Gfly  establish  mcut^  besides  the  parent  banks. 
Tbej'  were  required  by  the  laws  of  mast  of  the  states  to  set 
amde  a  portion  of  their  profits  as  a  reserve  fund  and  this  fund 
increased  from  12.z70.712  marks  ($3,000,000)  in  1867  to  34,- 
33*.457  marks  ($8,200,000)  in  1875. 

The  aggregate  circulation  of  the  banks  outside  the  Bank 
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of  Prussia  was  181,655,305  marks  ($45,000,000)  in  1867,  243,* 
503,653  marks  in  1869,  432,799,730  marks  in  1872  and  487,- 
030.519  marks  in  1874.  The  circalatiot]  of  the  Bank  of 
sia  on  the  Intter  date  was  838,433,000  nmrkft,  making 
ra  total  bank-note  circulation  for  all  tbe  states  of  Germany 
of  1.325.443,519  marks  ($320,000,000).  The  banks  showing 
|tfac  lorgciit  circtUation  in  1874  were  those  at  I>rcsdcn,  99,727,- 
40  marks;  at  Mannheim,  51,901,438  marks;  at  Darmstadt, 
46,327,015  marks;  at  Frankfort,  45,208,833  marks;  at  I,eip- 
zig,  38,464.069  mnrks;  at  Stuttgard,  25,477,028  marks ;  and 
at  Mciniagcn.  24,000,000  marks. 

The  narrow  limits  of  many  of  the  German  states  and  their 
commerce  with  each  other  led  to  the  mutual  circulation  of 
their  bills  in  .<>]Mte  of  the  absence  of  any  legal  tender  quality 
even  within  the  limits  of  the  state  where  they  were  issued.' 
The  banks  of  some  of  the  smaller  states  took  advantage  of 
the  wide  circulation  of  their  hills,  and  the  lack  of  require- 
ments for  prompt  re<lemption,  by  swelling  their  issues  and 
by  various  artifices  for  getting  the  notes  into  circtilatioo  at 
distant  points.  Though  legally  redeemable  in  coin  on  de- 
land,  the  small  denominations  of  the  notes  and  the  difli- 
ilty  of  getting  them  to  the  counters  of  the  issuing  banks 
threatened  to  create  a  practically  irredeemable  and  redundant 
cuTTcno',  which  would  expel  coin  and  bring  tbc  country  to 
a  pnper  basis.  "They  might  without  difficulty  have  reme- 
died this  abuse,"  says  M.  Courcelle-Seueuil.  "  by  means  of 
system  of  mutual  exchange  and  liquidation  among  the 
iks  themseh-es,  such  as  is  practised  in  Scotland,  and  the 
rinctpal  banks  had  in  their  hands  every  power  to  enforce 
lis  exchange  upon  the  banks  of  the  small  states,"  '  But 
other  means  of  reaching  the  difficulty  were  adopted,  and  the 
initiativi;  was  taken  by  Pmj»ia,  which  passed  an  act  on  May 
»4.  »855,  forbidding  the  circulation  within  her  limits  of  for- 

'  The  legsl  tender  qualil}-  wu  uot  givm  try  Uw  to  the  notes  ofanj 
of  Hie  Gemiatt  bankii  mad  wot  rspreatly  (licclaiiDetl  by  the  lavra  In- 
corporating th«  basks  of  PoRieraiiia,  of  Prattle  fort,  of  Hombarg,  of 
McinuiKrn.  and  of  tlic  trntlcil  Depotiuit  Bcillo.— Noel,  I.,  384. 

'  Traits  dts  Offraiiomde  Banque,  ^lA. 
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cign  bills  payable  to  bcarrr,  without  iuteieat,  of  a  Mitae 
below  ten  thalers.  Saxony  took  similar  action  on  July  8, 
1855,  and  the  small  states  of  Thuringia  concluded  a  conven- 
tion Jnjiuar>'  21.  1S5C),  by  which  they  forbade  the  circulation 
of  foreign  bills  lo  beaicr  without  iuterest  oud  below  tea 
thalers  in  denomination,  with  the  exception  of  the  banic 
drafts  of  Prussia  and  Saxony.  The  Grand  Duchy  of  Bnden 
forbade  the  circulation  of  any  forci^  bills  on  December  24, 
>S5S,  cxoq>t  those  iai^ued  iu  Prussia,  Bavaria,  and  Nassau 
and  at  Frankfort.  Prussia  extended  the  scope  of  her  pro- 
hibition on  May  35,  1857,  to  all  foreign  bills  except  those 
below  ten  thalens  issued  by  the  governments  of  Saxony, 
Tiiuriugia,  and  Anhalt.  A  Saxon  ordiuauce  of  May  iS, 
1857.  imposed  a  &ue  of  fiAy  thalers  upou  the  holders  of  for- 
eign bills  below  the  denomination  of  ten  thalers  except 
upon  bauks  of  issue  which  canieil  ou  a  special  ser\'icc  of 
exchange.' 

The  history  of  the  circulation  of  these  state  hills  outside 
of  the  limits  nf  the  issuing  state  suggest  an  biteresting 
comparison  with  the  circulation  of  tlie  notes  of  the  depart- 
mental banks  of  France  and  of  the  State  banks  of  the  United 
States.  The  banks  were  not  iu  auy  of  these  cases  closely 
linked  together  by  clearing  arraiigements  and  the  meAHS  of 
communication  and  the  promptnes.s  of  commercial  transac* 
ttons  were  not  such  as  to  result  in  the  prompt  return  of  the 
notes  to  the  issuing  banks  for  redemption.  It  does  not 
appear  that  this  resulted  in  a  great  iuflatton  of  the  note 
issuer,  even  in  the  United  Stales,*  but  it  naturally  aroused 
fears  that  the  banks  might  nut  be  able  to  redeem  ihdr  notes 
promptly  on  preseutatiou  and  that  Ibey  oiigbt  fall  below  par 


>  Noel,  r.,  ssa. 

*U.  Wolowtbl,  wlioitonc  of  llie  wttniiMt  chnmpioiKior  tnooopoly 
of  note  ta«K«,  ep««kiiij;  of  t1i«  iilnation  hi  1S63,  sajs:  "Twentj 
iMnks  iwoing  45,000,000  thnten  (^33^00,000)  for  tbiity>two  »Utca 
wliose  pi^iuUtlon  exceeded  thiiteeu  millions,  »  not  too  much  a*  to 
quantity ;  It  ia  too  niacb  bec«u>c  of  Ibc  «mbairu«iucnl  whkb  Is 
rallied  by  tbb  diversity  of  mouetaiy  signk."— /it  Qutstiam  da 
San^ufj,  404. 
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ID  coin.  The  situation  in  France  differed  from  that  in  Ger- 
many and  tlie  United  States  in  the  lespcct  that  the  notes  of 
the  departmental  banks  were  made  legal  tender  after  the 
revolntitm  of  1848  within  the  department  where  they  were 
iusued,  but  were  forced  into  an  inferior  pusition  by  the  notes 
of  the  Bank  of  Prance,  which  were  legal  tender  throughout 
the  republic.  The  circulation  of  the  bank-notes  of  Germany 
and  the  United  States  without  the  legal  tender  quality  might 
liave  been  maintained  at  par  with  coin  (from  which  they  do 
not  .'Kcm  to  have  departed  in  Germany)  under  a  system  of 
closer  union  among  the  banks  and  prompter  means  of  com- 
munication. 

The  government  of  Prussia  took  action  as  early  as  184,6 
towards  the  centralization  of  the  banking  system,  by  the 
ordinance  of  (October  5th,  which  provided  that  the  pro\-in- 
cial  banks  of  the  Kingdom  should  cease  their  operations 
when  the  Bank  of  Prussia  should  lose  its  special  privileges. 
Another  act,  which  indicated  the  purpose  of  the  government 
to  keep  matters  iu  its  own  hands,  was  the  law  of  May  7, 
18,56,  renewing  the  privileges  of  the  Bank  of  Prussia,  but 
reserving  to  the  exeaiti^'e  power  the  right  at  the  end  of  1871 
and  every  ten  years  thereafter  to  dissolve  the  bank  and  re- 
turn the  capital  to  the  shareholders.  This  proWsioa  neces- 
sarily txponcd  the  other  banks,  under  tbc  ordinance  of  ]8.(6, 
to  dissolution  as  banks  of  issue  at  the  end  of  the  .same  period. 
The  law  remained  iu  tbis  condilion  until  the  reorganization 
of  the  North  Gcnnan  Confederation  under  the  headship  of 
Pnusia  in  1867.  A  pronsion  was  then  incorporated  in  tlic 
constitution  of  North  Germany  conBding  to  the  Federal  As- 
fembly  exclusively  the  regulation  of  banks  of  issue.  The 
power  remained  in  abeyance  for  a  few  jears,  when  the  law 
of  March  27,  1870,  re3er\ed  to  the  Confederation  the  rijjht 
of  granting  tbc  power  of  issue  or  of  increasing  the  monetar>- 
circalation.  The  law  stipulated  that  the  renewal  of  the 
prinlcge  of  issiic  should  not  henceforth  be  granted  except 
upon  the  condition  that  it  might  be  ro'oked  at  any  time 
upon  preliminary  notice  of  one  year.  It  was  also  provided 
that  where  a  bank  possesfied  the  right  of  issue  for  a  definite 
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tenn.  subject  to  prdinunary  notice  of  n'ithdran'al,  this  notice 
should  be  regarded  as  bavitig  been  given. 

Tlic  mouctar)'  system  of  Germany  called  for  radical  re- 
fonn,  without  regard  to  the  IianViing  policy  adopted,  in  order 
to  facilitate  exchanges  among  the  German  states  and  u-ilh 
foreigu  countries.  The  coins  were  of  such  different  deoomt- 
natdoos  and  degrees  of  abrasion  that  hca^-y  exchange  charges 
were  levied  on  the  borders  of  e\'ery  little  state  and  possible 
profits  on  merchandise  were  almost  neutralized  by  this  loss. 
Several  conventions  to  simplify  the  monctarj'  system  were 
held  before  the  unification  of  the  Empire,  one  of  the  latest  at 
Vienna  on  January  24,  1857.  The  basis  of  an  agreement 
was  then  prepared  abrogating  the  old  systems  and  adopting 
one  leased  upon  the  new  pound  of  five  hundred  grams  which 
was  iu  use  in  several  coutiueutal  countries.  Germany  was 
divided  by  this  convention  into  three  zones.  Silver  was 
treated  n.s  tlie  single  standard  of  value  and  was  to  be  coined 
into  two  forms, — the  thaler,  equivalent  to  a  florin  and  three- 
quarters,  and  the  Soria,  worth  four-sevenths  of  a  thaler. 
It  was  proposed  to  coin  thirty  thalcrs  out  of  a  pomid  of  &vc 
hundred  grams  of  fine  sih*er  for  use  in  the  Northern  States 
and  fifty-two  and  a  half  6orina  out  of  a  pound  for  use  In  tlie 
South.  Other  silver  pieces  of  one  and  two  thalers  were  to 
be  coined  with  special  de\'iccs,  under  the  name  of  the  tmioa 
thaler  (  Vereinlkater),  for  trade  between  North  and  South 
Germany,  and  were  to  be  received  by  public  depositories  as 
lawful  mooo'. 

Silver  constituted  the  principal  metallic  stock  of  Gennany 
ond  of  the  cash  resouroes  of  the  local  banks  up  to  the  time 
of  the  monetary  reform.  Gold  figured  somewhat  In  the  cir- 
culation, but  it  was  not  a  legal  tender.'  The  gold  picoes, 
coined  aiider  the  convention  of  1857  according  to  mint  re- 


■Mr.  Sh*«r dectMTS tfajol  the  convention  in  1857  had  a  part  of  lu 
Uiottve  ill  IliewUIi  by  lli«  C«muin  States  "to  p«>tc«t  that  part  of 
Ihrir  ctirrcnc7  nyMetn  which  was  threatened  \>y  bitnelallc  l4w,"  and 
tbal  Trance  drew  goM  from  Cvrmany  as  woll  as  from  Caliromtn  sod 
Aiutnili«  M  the  rcnUt  of  Ibc  dunge  in  tlte  xaXM>,—H%4iory  <>/ Oir' 
rtrnty,  ao$-ii. 
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f^ulattons,  were  to  be  received  at  a  valuation  in  standard  sti- 
ver money  known  ns  "  the  t>aiik  rate,"  which  was  fixed  in 
advance  for  six  months  and  was  uever  to  be  higher  than  the 
mean  quotations  in  the  market.  The  character  of  the  circu- 
lutinx  medium  was  further  complicated  by  a  dnndation  of 
^vemment  paper  money,  which  was  issued  by  every  Ger- 
man state  except  the  prindpaliiy  of  Lippe  and  the  threv  fix* 
cities  of  Hamborg,  Bremen,  and  Lubcck.  The  adoption  of 
the  gold  slaiidard  was  first  forraally  recommended  by  a  com- 
mercial convention  of  one  hundred  and  nineteen  Oenuan 
cities  which  snt  at  Berlin  between  October  3o,  and  October 
23.  1S6S.'  A  resolution  was  presented  by  Dr.  Adolph  Soet- 
beer,  who  Mi-as  the  ofEcial  reporter  ou  the  subject  of  the 
standard  at  an  earlier  session  held  in  September,  1865,  de- 
claring that ' '  a  monetar}-  unity,  and  at  the  same  time  such  a 
general  monetary  reform  as  befits  the  age,  can  be  tmiught 
about  by  the  adoption  simultaneously  by  all  the  German 
Slates  of  the  single  standard  n-ith  full  application  of  the 
decimal  system,  in  pursuance  of  the  principles  recommended 
by  the  Intemalional  Monetary  ConfL-rence  of  Paris  in  its.  re- 
port of  July  6,  1867."  This  resolution  was  adopted,  includ- 
ing the  recommendation  of  a  unit  of  value  equivalent  to  the 
gold  five-franc  piece,  and  the  public  authorities  were  recom- 
mended to  put  it  in  force  not  later  than  January  i,  1873.  when 
the  new  .system  of  weights  and  measures  already  adopted  by 
the  North  German  Confederation  look  effect.' 

The  paiTHcnt  of  the  great  war  indcmnit>*  by  France  gave 
Germany  the  opportunity  to  carry  out  X\x  recommendations 
of  her  leading  economists,  that  she  adopt  the  gold  standard. 
The  direct  payments  in  French  gold  were  only  275,003,058 
francs  ($52,600,000).  but  the  power  given  the  German  gov- 
eniment  to  draw  the  proceeds  of  bills  of  exchange  upon 
London  and  Paris  gave  them  access  in  a  large  measure  to  the 

'  Appendix  to  AmeHcan  Report  on  Intemalional  Monetary  Confer- 
eac«  of  1S7S,  Sen,  Ex.  Poc.  58,  jsth  Coogtca*.  Ttiird  Scs..  ^r3, 

*  M.  Allard.  Uie  Ikonomry  director  of  the  Belgian  mini,  declares  (bat 
ailvrr  wm  "  aca>Jttnk«nv  demonetuH  "  by  tbe  vote  ef  th*  PAfiaCoa- 
ttnacc,—La  Crise  AxricoU  ti  McHiiatrr,  41. 


i9«       Kfrrem  r  ap  jnuaexjr  Atxrs  of  tssvs. 


gobi  oc  tiiE  ■ixld.     Irk  Geinuui  pnaiUBcnt  Inpt  m  kc- 


.  wicb  Uk  LaadaB>iaEt-€tack  Bonk  vincfa ' 


'believed 


the 


'S^h  I 


:able 


The  lav  esbbliskhig 


ifircaiiTfQkl  ioUi  G«nttany. 


(Act  of  December 


4.  t:$7i)  did  aot  adofX  tbc  fiwi^fianc  piece 


the 


Ivthe 


caikdi 

and. 


unit 
of  I46S.  but  adi^)trd 


as 
unit 


,  eqmvalait  tooac-tliiiilof  a  Pticsston  thaler. 
.  tbeialjo  of  fifteen  and  a  half  to  ooe  betweeo 


gold  and  siher.  The  ptovisiaB  of  tbe  treaty  of  Vienna. 
pDimdtnc  fiv  tbc  coinage  d  tbc  muaa  thaler  of  silver,  iras 
iHH  ahil  Gold  kgal  tender  corns mxcprcn-idcd  for.  but  tbc 
Isperial  gold  EUndaid  wms  not  folly  esublisbcd  until  the 
CDiaage  act  ot  JaXy  9.  1873,  when  it  sttpeneded  all  local 
standards  and  made  tbe  mooetaiy  unit  the  tomA  of  gold.' 
The  Impenal  silver  coinage  was  to  be  carried  on  on  gov-tm- 
mentaccQom  and  limited  to  ten  marlcs  per  capita,  and  was  to 
be  a  l^al  tender  fur  only- twenty  marks  bet^veen  tndividua].s, 
bat  pajrable  in  any  Run  to  the  gnvennnenL  Tbe  new  sil- 
tta  coins  were  made  mere  token  coinsv  by  reducing  tbe  weight 
of  tbe  fine  silver  eleven  and  ooe-ninth  per  cent,  below  tbe 
61II  weight  at  tbc  ratio  of  fifteen  and  a  balf  to  one  and  cotn- 
n^  a  pound  of  fine  silver  into  one  hundred  marks  and  a 
potaid  of  fine  gold  into  1395  marks. 

One  of  the  interesting  incidental  results  of  tbe  new  coinage 
laws  was  the  termination  of  the  career  of  the  old  Bank  of 
Bamburg^,  which  had  for  more  than  two  and  a  half  centuries 
been  carried  ou  ou  tbe  principles  of  the  Bank  of  Venice  and 
tbe  Bauk  of  Amsterdam.  Tbe  accounts  of  the  bank  were 
kept  in  marks  banco,  representing  a  bank  credit  of  the  uni- 
iana  value  of  half  a  thaler  (37 ,'j  cents),  and  its  notes  were 
rcdeenuibk  in  silver.  The  Bank  of  Hamburg,  founded  In 
1619.  was  the  last  survivor  of  the  medieval  banks,  created 

•  BsBeltul.  Lomltard iUreel,  Works,  V..  l99-«». 

■TheexaM  eqoivnlnil  of  tlicmirk  in  Atnvnnui  gold  cola  U  twenty • 
Uuvt  ftnil  dght-tmth*  ctdIa,  iMit  for  coavcoicncc  of  cotRpnlatioa  ia 
dMliBg  Willi  \arme  li^rca  it  ia  ireMeil  in  this  work  aa  subMantuUy 
vqudl  lo  a  quarter  of  a  tloIUr. 
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for  the  purposes  of  Toreign  commerce.  Accounts  could  be 
opened  only  by  a  Hamburg  citizeu  or  corporation  and  were 
transferred  only  upon  his  appearance  in  person  or  by  attor- 
ney with  a  transfer  order.  The  principle  upon  which  the 
bank  WAS  conducted  was  the  granting  of  a  credit  on  the 
books  for  the  silver  or  gold  deposited.  No  loans  were  made 
and  DO  notes  or  other  liabilities  were  created  beyond  the 
amount  of  coin  and  bullion  on  deposit.  So  faithfully  was 
this  rule  adhered  to  ihat  when  the  Kreuch  on  November  5, 
1813.  took  possession  of  the  bank  they  found  7,506.956 
marks  in  silver  held  against  liabilities  of  7.489,345  marks. 
TUcj-  rerao\-ed  a  large  part  of  the  treasure  bcfort  the  free- 
dom of  Hamburg  was  re-established  on  June  i,  1814,  but  the 
bank  resumed  business  with  unimpaired  credit  and  the 
thefts  of  Napoleon's  forces  were  made  good  in  1S16  by  a 
transfer  of  French  securities.  Modem  banking  methods 
were  gradually  introduced  into  the  Bank  of  Hamburg  and  a 
capital  was  accumulated  of  about  i  .000.000  marks  ($250,000) 
in  addition  to  tbe  buildings.  The  bank  survi'v-cd  the  storm 
of  the  crisis  of  1857,  only  to  fall  uader  the  decrees  establish- 
ing the  new  German  monetary  system,  which  ordered  the 
bank  to  liquidate  its  accounts  in  fine  silver  by  February  15. 
1S75.  The  latest  reference  to  its  existence  is  found  in  the 
proceedings  of  tbe  Hamburg  Senate  on  October  13,  1875, 
declaring  their  purpose  to  sell  to  the  Bank  of  Germany  for 
900.000  marks  the  buildings  of  "the  venerable  jugtitutton 
which  had  performed  such  grc.it  ser\'iccs  to  German  trade.'" 
Tlie  occtunulaliou  of  a  stock  of  gold  was  begun  bj-  the  Im- 
perial Bank  and  the  government,  and  the  purchases  of  gold 
by  the  bank,  from  Januar>'  i,  1876,  to  the  end  of  1895, 
amounted  in  American  money  to  ^34,890.067.  The  coin- 
age of  Imperial  gold  coins  from  1872  to  tbe  close  of  1S93 
reached  2.737.790,915  marks  and  the  aggregate  coinage  of 
sih-er  484,048.609  marks.  Tlie  sales  of  silver  by  the  govern- 
ment up  to  March  31,  1893,  represented  a  coining  value  of 
672,862,739  marks,  but  the  amount  actually  received  waa 


*FBlgnvc,  DicHimarj of  Poiitiaii Eamtmy,  L,  105. 
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574.055,532  marks,  shcm-ing  a  loss  of  98,807,197  mark^.' 
The  bulk  of  the  sales  were  made  before  May  16,  1878,  before 
the  great  decline  in  the  price  of  sil\'er,  and  the  bigbest  price 
per  kilogram  was  oblaine^l  in  the  period  of  the  largest  sales. 
between  September  30.  1876,  and  September  30,  1877.'  Tlic 
profit  on  the  gold,  silver,  and  subsidiarj'  coinage,  taking 
these  eoins  at  their  face  value,  was  96,3*0,330  marks,  and 
the  cost  of  recoioage  added  to  tlie  loss  on  silver  was  1 27,894,- 
218  marks,  showing  a  net  loss  of  31,513,888  marks. 

The  banking  system  of  the  Empire  was  uuified  in  a  mea»'1 
ure  by  the  provisiuns  of  tlie  law  of  July  9,  1873,  that  bank 
bills  should  be  withdrawn  from  circulation  before  Januar>-  i, 
1876,  if  their  value  was  not  declared  in  Imperial  marks,  and 
that  the  smallest  notes  should  be  for  100  marks  ($23.8o).j 
The  work  of  unification  was  completed,  ao  far  as  it  was 
possible  to  complete  it.  by  the  Imperial  law  of  March  14, 
1875.  which  was  supplemented  by  the  Pnisaian  law  of 
March  37th  and  a  couventioii  between  Prussia  and  the  Em- 
pire on  May  17th  and  i8th  following.  The  Royal  Bank  of 
Prussia  was  directed  to  cease  its  operations  on  December  31, 
1875.  and  to  transfer  its  rights  and  privileges  to  a  new  bank, 
known  as  the  Bank  of  the  Empire  iRcitXi^nk),  Tlie  gov- 
ernment of  Pnisstu  viai  allowed  to  withdraw  its  capital  of 
1,906,800  tbalers  in  the  old  ini^itution  and  the  half  of  the 
reserve  fund  belonging  to  it.  The  Prussian  government  was 
further  compensated  for  the  surrender  of  its  rights  in  the 
bank  by  an  indemnity  of  15,000,000  marks  {$5,750,000),^ 
paid  from  the  Treasury  of  the  Empire,  and  a  pledge  tliat 

'  Tljt  c<|uivBlcut  for  tbcHc  suiti.t  in  American  money,  m  ^vca  in 
the  American  tniiulntioti  of  the  Report  of  tUc  Qerlin  Silwr  CommiS' 
kion  ©f  18^,  are  :  Gold  coinage,  |()Si,594.33t ;  tilvcr  coioagc,  |ll5,- 
303,549 ;  fJicc  rnlnc  of  «Ivcr  col^i  uoXA,  f  160,  Mi.3>9 :  price  rrceiiw^ 
|tj6,635,3i6 ;  Ion  on  sale*,  f9j.5t6,it3;  nrt  loft  nfler  dedncthii 
profit!,  |7,S(».3o8.— Sen.  &Ib.  Doc.  ^^^,  pL  1.,  Fiily-ihtnl  Cobkivhw^ 
Second  ScmIoo,  33-36. 

*  Tbe  Mle*  during  this  period  «ret«  not  Ur  ihort  of  h^lf  of  tbtt 
wfaolc.  bdnic  1680,4  kilogramt  and  r^jiTeMmtlnK  «  Akc  tkIuc  of  >»,• 
5ix>,ooo  murks.  Tbe  aver«i[«  price  of  ulvvr  in  1S76  mu  ^1.156  ; 
enoee  and  in  1S77,  |i.2«t  per  oance. 
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the  new  bank  should  continue  the  annual  pa>iDcnt  of  621,- 
910  thalera  ($465,000)  from  1876  to  1925  which  had  heen 
Agreed  upon  by  the  Bank  of  Prussia  in  1856."  The  Imperial 
gD\'cniment  agreed  to  he  responsible  for  this  annuity  in  case 
the  priWl^es  of  the  bank  were  not  coutioued.  The  share- 
hokkis  of  the  Bank  of  Prussia  were  given  the  option  of 
receiving  back  their  capital  in  cash,  in  accordance  with  the 
pledge  of  the  Prussian  law  of  October  5,  1846,  or  receiving 
shares  of  equal  (ace  value  with  their  existing  holdings  in  the 
new  Imperial  Bank.  The  new  bank  on  these  conditions 
succeeded  to  all  the  rights  and  obligations  of  the  Rank  of 
PriHSML  The  Chaacellor  of  the  Empire  was  authorized  to 
scqnirc  the  bank  shares  which  sliould  be  exchanged  for  the 
shares  of  the  Hank  of  Prussia  and  to  issue  interei^-bearing 
Treasurj-  bonds  maturing  not  later  than  May  i,  1876,  to  the 
amount  of  the  shares  not  issued,  in  order  to  complete  the 
capital  of  the  new  institution.  The  capital  was  fixed  by  law 
at  130.000,000  marks  and  was  divided  into  40,000  shares  of 
3000  marks  I.S750)  each,  of  which  19.919  shares  replaced  the 
sliares  of  the  Bank  of  Prussia  which  the  holders  had  chosen 
to  convert ;  20,000  shares  were  pliccd  by  public  subscrip- 
tion, and  Si  by  means  of  sales  on  the  itourse. 

The  organization  of  the  Imperial  Bank  made  it  entirely  a 
private  inntitutioa  as  to  ownership,  but  essentially  a  public 
one  in  its  management.  "In  fact,"  says  M.  Octave  Noel, 
"  the  eslablishraent  is  closely  bound  to  the  state  and  is  only 
able  to  EDove.  think  or  act  when  the  state  utanifests  in  some 
manner  its  presence  and  affirms  its  control. "  The  official 
control  o\*er  the  bank  is  confided  to  a  council  of  cnrators, 
cootpoi^ed  of  the  Chancellor  of  the  Empire,  who  is  President. 
and  four  other  members,  one  named  by  the  Emperor  and  the 
other  three  by  the  Federal  Ojuncil.  The  direction  of  the 
policy  of  the  bank  is  so  completely  under  the  orders  of  the 
Chancellor  that  in  case  of  his  absence  or  impeachmeat  the 
prcsidcnc>'  of  the  Council  is  vested  temporarily  in  an  official 
named  by  the  Emperor.    The  Chancellor  or  his  substitute 


*  Karl,  I.,  vfi. 
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lircM-'ts  the  entire  administration  and  issues  the  instructions 

3  je  OTuncil  of  direction,  to  the  branches  and  to  the  em- 

Jinyee*  of  the  bank.    The  committee  of  curators  meet  every 

iret  aionths  and  examine  reports  regarding  the  bank's 

jmiiC'.Ti  and  the  operations  which  are  being  carried  on. 

"^at  ■ti-tmUtratk'f  authority  is  vested  in  a  directorate  com- 

DattL  .if  1  pre^dent  and  a  number  of  members  named  for 

:e  .y  tw  biperial  government  upon  the  nomination  of  the 

"  -cdTu  r.Macil.    The  official  force  of  the  bank,  although 

-.1.    T^iHt  the  funds  of  the  institution,  are  subject  to  the 

=ae    tiiicttions  and  enjoy  the  same  privileges  as  the  public 

-;,i.,-..-fK  nf  the  Empire.     Honors  and  pensions  are  ac- 

vii'.  ilism,  benefits  are  voted  to  the  families  of  deceased 

-sif..-^-!^  the  number  of  posts  and  the  salaries  are  included 

^  :»  iaiKrifll  budget,  and  the  accounts  are  subject  to  the 

.,i^._.  ^>[  the  accounting  officers  of  the  Empire.     The  em- 

■  !»■•«<  ol  the  bant,  moreo%-er,  are  forbidden  by  law  to  hold 

-mi-.^  u'.  Iltt:  itistitation. 

"■>-  mriucnct  i.i  the  private  owners  is  exerted  through  a 

^^.p.  ,,>t,tamug:c  of  fifteen  members  and  fifteen  alternates. 

^    I,..  tj,_j  r--eral  asscmbU"  of  the  shart;holders  from 

-.     -Kii  nr-r:er?.     These  conimissioiR-rs  are  required  to 

-a^»»  111  tht=  tin  rrgal  not  less  th.m  tlirw;  shares,  to  have 

-    ■  caiiciitTTiain  ''za  Empirv,  aii^I  tiitie  memtjers  and  nine 

■^-jfirs  ar*  ■enm«'-  *'■'  '■*  K-sUii-iits  of  licrliii.     A  third 

~-  Snar'   t  itsiE-i  e«r>-  yc.ir  m\\  the  members  are 

~-'~-iN(  — rT^-Q-     M-s^y  '■■''  '■■''^  business  details  of  the 

'~~l,Lj^-  t  =c  wnit  arc  ifm;:;<.\l  to  this  central  com- 

ue:   "    :^"  otHir*  iKvs  not  meet  the  disap- 

r*"**.- la  are-'''  liJ^-'^ii"''     "^"'^^'V  =^''<-"  required  to. 

.^  -svrr.i^T^  t>.e  wccV^v  rcixirts,  to  inspect 

*""       ■(  ■=?ic35    -s^  "•"  '^"i"""^  wli.it  proportion  of 

,,^    ,:  ,;.sc.'«at  .<nij..  Iv.  and  what  ar- 

i  ■.';H»H.w»       ^  ^^^  ^_,_^  ^^j^^^   l.\-nii;ni  Ijaiiks.     A 

-■.-.'lyxmex  ^       ■T.e^>eT«  'M"  ;V.i-  ix-ntral  commis- 

-.jMun  «n.TVT>'iv;o:i  of  the  bank's  af- 
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fairs  and  tlicy  are  authorize*!  to  sit  at  all  meetings  of  the 
direclornte  with  conMiliing  pawcTK. 

The  note  circulation  of  the  Imperial  Bank  is  based  largely 
upon  tlie  Hnglifih  banking  act  of  1844,  ^^^  ^i^b  an  impor- 
tant luodificalioii  which  atUfs  greatly  to  the  ability  of  the 
bank  to  pro^fide  accoinmodattun  in  times  of  stringency-. 
There  is  a  fixed  limit  of  authorized  circulation,  against  which 
CAfih  or  it5  equivalent  must  be  held  in  the  proportion  of  one- 
third,  and  issuer  beyond  this  limit  must  be  covered  in  ca^h 
for  the  full  amount.  The  cash  reser\-e  of  one-third  in  the 
one  case  and  one  hundred  per  cent,  in  the  other  may  consist 
of  money  having  currency  in  Geimany,  Imperial  Treasury 
botids,  gold  bullion,  or  foreign  gold  coiu.  The  notes,  theie- 
fore,  are  issued  agaiust  the  general  assets  of  the  bauk,  which 
Tcmain  wholly  within  its  own  ccHitrol  and  are  not  set  awde 
by  specific  desigiiiilioii  or  prior  lien  for  the  security  of  the 
note  holders.  The  law,  says  Prof.  I>tuibar,  "has  simply 
provided  by  suitable  measures  that  the  BiTtiirs  of  the  bank, 
including  its  issue  of  notes  and  the  money  and  securities 
held  by  it,  shall  meet  certain  tests  of  soundness,  believing 
that  both  the  ultimate  soh'cncy  of  the  bank  and  the  prompt 
payment  of  its  circulation  are  thus  made  secure,"'  The 
limit  of  authorized  circulation  was  fixed  by  the  law  of  March 
14.  187s,  at  250.000.000  marks  ($60,000,000)  but  the  same 
law  proWdcd  that  when  any  existing  bank  of  circulation 
shotdd  surrender  its  right,  either  by  Iiqutd,ition  or  by  refusal 
to  accept  the  conditions  inii)oM.-<l  by  the  new  law,  the  amount 
of  tho. circulation  might  Ik:  assumed  by  the  Imperial  Bank. 
Se\etite«n  banks  surrendercti  Ihtir  right  to  issue  notes  soon 
after  the  adoption  of  the  new  system  and  their  action  added 
26,oS5'.oqo  marks  to  the  authorized  circulation  uf  the  Im- 
perial Bank.  This  has  »ncc  been  incrca>ed  to  43.c17.00o 
marks.'  The  two-thirds  of  the  authorized  circulation  not 
covered  by  the  cash  reserve  are  required  to  be  covered  by 


'  ThMr:f  ami  Hiiiwy  of  Bankint;,  195. 

*  tUSklovicb,  Marttu  Finantur  en  £89 f-^,  67. 
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lulls  of  excliangc  maturing  iii  not  more  than  three  moDths 
otid  bearing  not  less  than  two  solwnt  naiucs. 

The  aovcl  feature  of  the  German  system  of  circulation  is 
tlie  ftuthoritj'  given  to  the  Imperial  Bank  to  exceed  the  statu- 
toT>-  limit  of  note  issue  without  metallic  security,  upon  the 
payment  of  a  tax  at  the  rate  of  Gve  per  cent,  per  year  upun 
the  excess  of  circulation.  Weekly  reports  arc  required  by 
the  goveroiiieiit  and  upon  the  excess  of  circulation  shown 
above  the  limit  a  tax  of  ^  per  cent,  is  at  once  assessed,  rep- 
resenting approximately  the  tax  for  a  single  \t'eek  at  the  rate 
of  five  per  cent,  a  >'ear.  This  provLsion  permits  increased 
i»)ties  when  there  is  stringency  enough  in  the  money  market 
locarr>-  current  discount  rates  above  live  per  cent,  but  drives 
the  new  notes  promptly  out  of  circtilation  when  tlic  dLscotiDt 
rate  falls.  The  operation  of  the  nilc,  which  has  been  several 
times  availed  of  by  the  Imperial  Uank  aud  by  other  German 
banks,  has  proved  salutary  in  averting  such  stringency*  as 
has  been  felt  in  England  under  the  Act  of  1B44.  while  it  has 
kept  the  circulation  within  the  Umils  set  by  the  needs  of 
business. 

The  first  issnes  of  the  Imperial  Bank  subject  to  the  five 
per  cent,  tax  occurred  in  December.  18S1.  and  were  repealed 
in  September  and  October,  1882:  in  Decciiil)cr.  1886;  and 
three  limes  in  the  latter  part  of  1S89,  when  the  excess  above 
the  limit  run  as  high  ss  109,473,000  marks  ($26,000,000). 
The  hinil  was  exceeded  in  1 890  by  26.350.000  marks  ($6,500,- 
000),  but  Rt  the  end  of  1891  the  reserve  had  been  so  increased 
that  the  note  issues  were  101,407,000  marks  below  the  limiL 
This  margin  was  reduced  to  16,7614,000  marks  (^.oeu.ooo) 
nt  the  eud  of  1892,  aud  the  bank  was  compelled  in  {'"ebriurj-, 
169,;,  to  pa.ss  the  limit,  to  maintain  anexcesas  of  circulation 
until  March  30th,  and  to  avail  itself  again  of  the  privilege  uf 
patuiug  the  limit  on  May  23d.  The  bank  wiu  8,000,000 
marks  within  the  limit  at  the  end  of  the  ycnr  and  133,000,- 
ax>  marks  witliin  it  at  the  end  of  1894.  The  uccasiou  uf  the 
high  intere-st  rates  and  the  demand  for  money  in  1893  was 
the  withdrawal  of  dcp*>sit8  from  Herlin  by  the  Russian  goc- 
erumcut,   the  effort  of  Atutria- Hungary  to  reMurc  specie 


THE  BASKS  OF  GERMANY. 


aoi 


pajments,  the  lieai-y  offeriiigs  of  Ilalian  bonds  and  the  im- 
portant financial  events  in  India,  Australia,  and  the  Umt«l 
States.'  The  years  1 894  and  1895  passed  «ntliout  any  excess 
of  the  circulation  above  tlic  limit. 

Tlie  rate  of  disconnt  cliarged  by  the  Iniperial  Bank  has 
avcraf^  4.04  per  ccnL  since  iU  organization  on  Januar)*  i, 
1876.  The  voriatiuns  have  not  exceeded  seven  in  any  one 
and  ha\'c  usually  bwn  fewer.  The  mean  from  1876  to 
1881  was  4.42  per  cent.  ;  from  1^2  to  1887,  4.57  per  cent.  ; 
and  from  1SS9  to  1893,  3.S2  percent.  The  mean  rates  for 
the  post  six  years  have  been  4.51  in  1890  ;  3.78  in  1891  ;  3.20 
in  1893;  4.06  iu  1893  ;  3.  II  ia  i$i>4  ;  and  3.16  in  1895.  The 
rate  in  iSgjwas  permanently  higher  than  for  a  long  period. 
It  began  at  four  per  cent.,  and  was  reduced  on  Januar>'  17th 
to  three  percent.,  but  was  Advanced  on  May  12th  to  four  per 
cent  and  on  August  1  ith  lo  6ve  j*er  cent.,  where  it  remained 
until  January  g,  1894.  It  was  then  reduced  to  four  per  cent., 
and  oil  Fcbruar>'  51b  to  three  per  cent..'  wliere  it  remained 
until  November,  1895,  when  it  wa.<i  advanced  to  four  per 
cent. 

The  locnl  banks  of  Germany  were  bronght  by  the  law  of 
1875  under  the  same  rules  as  the  Iniperial  Bank  and  drastic 
regulation!)  were  enforced  to  compel  them  to  comply  with  the 
new  law  or  abandon  the  issue  of  ciiculating  notes.  The 
purpose  of  the  new  legislation,  to  bring  the  control  of  the 
bauk-note  ctrculiuiuii  as  soon  as  practicable  into  the  hands 
of  the  Imperial  Bank,  was  indicated  by  tlic  declaration  that 
the  power  to  i:^tue  bank-note?  or  to  increase  circulation  be- 
yond the  limit  already  authorizcl  by  the  various  stales  should 
he  granted  only  by  a  law  of  the  Umpire,  Prussia  wa.s  almost 
supreme  in  the  Federal  Council  and  there  was  Httle  likelihood 
tiwt  she  would  consent  to  any  law  increasing  the  cireulalioo 
of  the  local  banks,  The  long  duration  of  the  privilege  ac- 
corded to  some  of  them  wa.s  cut  off  by  a  provision  that  their 
privik|^  should  be  subject  to  re%*ocation  on  January  1,  1891, 


'  It*ffaIo\H<:li,  Marchi  J'iaauft^-  fM  /S^J-^,  63-63. 
'  R«ffiIorich,  Marchi  Financier  en  /Sgf-j,  its. 


202 


ff/SrOJfY  OF  MODEKX  BAJVATS  OF  /SS17H. 


and  even-  teutH  year  thereafter,  upoii  otie  year's  notice  and 
willioiu  indeiunily,  if  they  accepted  the  power  of  uote  issae 
involved  ill  the  new  law.  Those  banks  which  were  not  dis- 
posed to  accept  the  new  conditions  were  dciilt  with  in  a  man- 
lier similar  to  the  departmental  banks  of  France  after  the 
ie\'oIiHion  of  1S48.  They  were  not  deprived  of  tlie  privilege 
of  issuing  notes,  btit  thej*  were  forbi<Iden  by  Article  43  of  the 
lavr  to  curry  on  banking  operations,  outside  the  limits  of  the 
state  ^vhich  had  given  tbeni  the  privilege,  by  means  of 
'brnnches  or  ngents  or  to  hold  shnres  in  other  bnnkst.  An- 
other  provision  (Article  43)  declared  that  "The  notes  of 
banks  having  the  privilege  of  note  issue  at  the  lime  of  the 
promulgatiou  of  this  law,  shall  nut  be  employed  in  payments 
outside  the  state  which  may  have  granted  them  the  privilege. 
The  exchange  of  these  notes,  hon-ever.  for  other  hank-notes, 
paper  money,  or  specie  is  not  subject  to  this  prohibition. " 

Banks  which  saw  fit  to  submit  to  the  new  coudilions  were 
treated  sotnew,'hat  more  favorably,  pending  tlie  exteonion  of 
the  branches  of  the  Imperial  Hank  throughout  the  Empire. 
They  were  governed  by  Article  44  of  the  law  and  were  sub- 
ject to  the  same  conditions.  »s  to  the  classes  of  securities 
dealt  in,  the  character  of  the  commercial  paper  held,  the 
proportion  of  cash  reser\-e  to  circulation  and  the  payment  of 
benefits  to  the  state,  as  the  Imperial  Bank.  Tliey  were  re* 
quired  to  hold  security  for  their  circulation  to  the  amount  of 
one-third  in  money  having  currency  in  Germany,  in  Imperial 
Treasury  bonds,  in  gold  bullion  or  forwgn  gold  coin.  The 
remaining  two-thirds  of  the  circulation  was  required  to  be 
prutecled  by  bills  of  exchange  running  for  not  more  than 
three  months  and  bearing  three  ctidorsemeiits  or  not  less  thau 
two  names  of  wdl-knowii  solvency.  They  were  required  to 
exchange  their  notes  for  German  money  having  corrcncj-  at 
Beiliu,  or  Frankfort,  and  redemption  must  not  be  delayed 
beyond  the  morrow  of  the  prescatation  of  the  note.'  Banks 
accepting  these  conditions  obligated  tliemselves  to  receive  at 
their   &ce  value,  in  branches  established  in  cities  of  moie 
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than  eighty  ttiousand  inhabitants  and  at  the  parent  bank 
the  notes  of  German  batiks  whose  circulation  won  authorized 
throughout  the  Empire  aud  which  w«re  redeemable  in  coin 
on  demand.  Bills  on  one  bank  thus  received  by  another 
could  be  used  only  in  the  settlement  of  bnlances  with  the 
bank  of  issue,  employed  in  paymcnt<i  within  the  territory  of 
the  issuing  bank  or  presented  for  redemption.  Banks  de- 
siring to  coiifonu  to  the  requirements  of  Article  44  wxrc  re- 
quired to  present  to  the  Chancellor  of  the  Empire  the  evidence 
tliai  their  statutes  conformed  to  the  law  and  that  the  locality 
chosea  for  the  exchange  of  bills  (Krrliii  or  Frankfort)  po9- 
eascd  a  branch  ready  for  actual  operation. 

Much  feeling  w.-i»  aroasetl  among  the  German  banks  upon 
the  passage  of  this  Uw  and  fifteen  of  the  thirty-two  outside 
the  Hank  of  Prussia  promptly  abandoned  their  nRht  to  cir- 
culation, aud  became  mere  priMtle  banks  of  di:iCuuiit  and 
deposit,  rathtT  than  conform  to  all  the  requirements  of  the 
new  law.  The  Bank  of  Bmnswict  took  the  bolder  eourse, 
whicli  it  was  belin'cd  no  bank  would  be  able  to  uiainlain, 
of  refusing  to  cocnply  with  Artide  44  and  couUnuiug  its  cir- 
culation under  the  limitations  of  Articles  42  and  4^';.  The 
Bank  orBniitswick,  therefore,  continued  to  issue  bills  which 
circtdatcd  within  the  limits  of  the  duchy  and  braved  the  ef- 
ibctsoftbc  Bank  of  Prussia  to  force  it  into  submission.  The 
'  Fnunan  Bank  refused  to  receive  the  paper  of  the  Bank  of 
Bmnswick  and  upon  the  failure  of  this  device  had  orders 
issued  to  the  postal  savings  banks  not  to  receive  the  notes 
of  the  bank  on  dcpofiit.  The  latter  measure  threatened  to 
arouse  so  much  of  the  old  separatist  feeling  in  Germany  that 
it  was  abandoned  by  direction  of  the  Chancellor.  Frederict 
■William  of  Brunswick  died  during  the  latter  part  of  1SS4, 
aud  Prince  Albert  of  PnisKia,  the  nephew  of  the  German 
Hniperor,  was  elected  Duke  of  Brunswick  by  the  Diet  on 
October  »i,  1885.  The  close  relations  thus  estiblished  be- 
tween Bmnswick  and  the  Imperial  go%-crnmcnt  soon  led  to 
Ihc  compliance  of  the  Bonk  of  Brunswick  with  the  provi- 
sions of  Article  44. 
The  purpose  to  dear  the  field  for  the  circulation  of  the  Im- 
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perial  Bank  was  indicated  by  a  law  of  April  30,  1874,  which 
rL'nuircd  the  rtUreiueiit  of  the  paper  nioiie)-  isMied  by  the 
various  states  not  later  than  July  i,  1875.  The  Imperial 
goverumeiit,  in  order  to  promote  this  policy,  was  authorized 
to  i&stie  Treasur>'  bonds  to  the  amount  of  120,000,000  marks 
(^50,000,000)  and  to  apportion  them  among  the  stales  ac- 
cording to  population.  The  paper  money  in  circulation  was 
61,374.599  tUalers  ($45,000,000),  ^"^  it  was  not  distributed  in 
any  such  even  ratio  as  the  new  bonds.  The  law,  in  contem- 
plation of  this  situation,  authorized  the  Imperial  Treastury  to 
advance  to  suites  which  needed  an  additional  allowance 
to  retire  their  pajier  inoiic>'  a  sum  in  Treasury  bonds  equal 
to  two-tiiiTds  of  the  excess  of  notes  above  the  ori^nal  ap- 
portionment of  bonds.  These  bonds  were  to  be  receivable 
by  the  Imperial  Treasury  and  were  to  be  convertible  on 
demand  into  metallic  money.  The  advances  of  bonds  iu 
additiot]  to  the  apportionment  of  120,000,000  marks,  n'ere 
54<9>9>94i  marks,  of  which  Saxony  received  19,013,441 
marks ;  Bavaria,  i4.534.975  i»arks ;  Badeu,  4.577-449 
marks;  WurtcniljerR.  3,309,651  marks;  Hesse.  3.250,- 
514  marks ;  and  the  other  stales  less  than  2.000.000  marks 
each.  Prussia  received  no  additional  advance,  but  her  share 
c^  the  original  nllotmeut  was  72. 145,494  tnarlcs.  Oldenburg, 
Lippe,  Ltibcck,  Bremen.  Hamburg,  and  Alsace-Lorraine 
received  no  extra  advance. 

The  sixteen  banks  which  decided  in  1875  to  accept  the 
federal  reguLition  of  their  circulation  and  to  continue  to 
issue  notes  were,  besides  ihe  Imjierial  Bank  and 'the  Bank 
of  Bnniswick,  the  Municipal  Bank  of  Breslaii.  and  the 
banks  of  Mngdebur^,  Danlzig,  the  Gniud  Duchy  of  Toavn. 
Hanover,  Frankfort,  Uavaria,  Saxony,  United  Deposits  at 
Leipzig,  Chemnitz,  Wurlcmberg,  Baden.  Soulhera  Ckrr- 
many,  and  Bremen.  Froviiiioo  was  made  in  the  nc%v  law 
for  a  new  bank  in  Bavaria,  with  which  two  existing  banks 
were  conwUdated.  and  which  was  given  special  permissioti 
to  itmie  circulating  notes  to  the  nnmunt  of  70,000,000  marks. 
The  authorized  uncovCTcd  circulation  uf  thex  sixteen  banks 
was  111,125,000  marks,  of  which  the  Bank  uf  Iktvniin  was 
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originnlly  entitled  to  32,000.000  marks,  the  Bank  of  Saxony 

at  Dre^eti  to  16,771,000  marks,  the  banks  of  Pranlcfort, 

Baden,  Wurtembcrg,  and  of  Southern  Germany  to  io,oc»,- 

F^ooo  marks  each,  and  the  others  to  smaller  amounts.     The 

arption  of  the  issuer  of  these  banks  by  the  Imperial  Bank 

IS  proceeded  rapidly  in  recent  years.     Only  eight  1>anks  of 

^circulation  remained  in  cxisteacc  id  Germany  at  the  cIok  of 

189],  outside  the  Imperial  Bank.     They  included  the  larger 

the  banks  named  above,  and  their  aggregate  capital  was 

130,000,000  marks  (#33.000,000).     The  circulation  of  ilie 

banks  fell  fFom   200,300,000  marks  ($50,000,000)  in 

1883  to  193,400,000  marks  in  1890,  but  their  metallic  reaeire 

Increased  from   111,200,000  marks  to  112,600,000  marks.* 

Tnt>  more  hanks  surrendered  their  issues  within  the  next 

four  years  and  at  the  beginning  of  1S96  the  six  banks  of  cir- 

tilation  remaining,  with  the  limit  of  their  issues,  were  as 

>Uows:  Baden  Bank,  37,000,000  tnnrks;  Bank  of  Southern 

^Germany,  36,981.000  marks;    Bavarian   Bank,   70.000,000 

marks  ;  Brunswick  Bank,  10,300,000  marks  ;  Frankfort  Bank, 

34.283.700 marks;  Wurtcraberg  Bank,  25,714,200 marks.' 

The  principal  items  in  the  accouuls  of  the  Imperial  Bank 
iDce  its  creation  are  shown  in  the  following  table : 
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The  proportion  of  the  metallic  naerre  which  is  in  gold  is 
not  rcRuUrly  reported,  but  was  stated  in  a  government  re- 
port of  May  to,  1892.  at  634,977,000  marks  ($150,000,000). 
The  amount  at  the  end  or  1894  vras  7 14,448,000  marks  C$170,- 
000,000},  and  is  now  estimated  at  750,000,000  marks  tSiSo,- 
000,000).  The  ciTCulatiou  of  specie  in  all  small  transactions 
in  Germany  is  ensured  by  tlie  limitation  of  the  mmitnuui 
value  of  the  bniik-nole  to  one  hundred  marks  (J23.S0).  Tbo 
act  of  July  9.  1873,  required  all  the  German  Ixauks  to  with- 
draw from  circulation  bill&  bduw  this  value  oa  well  as  those 
which  were  not  expressed  in  Imperial  marks.  Redeniptioaj 
in  coin  on  demand  is  required  at  the  Imperial  Bank  in  Bcr*' 
I  in,  but  may  be  refused  at  tlic  branches  when  the  funds  on 
liaud  do  not  justify  it.  The  bank  is  obliged  to  receive  ilie 
bills  of  other  banks  of  issue  which  have  conformed  to  tlte 
law  of  March  24.  1S75,  and  where  they  are  established  \xk 
cities  of  more  than  80.000  in  habitants.  Bank  bilb  are  not ' 
legal  tender,  however,  between  individuals,  and  the  law  pre-' 
scribes  that  "  there  exists  no  obligation  to  accept  bank  btUs 
for  payments  which  are  legally  due  in  specie,  and  no ; 
obligation  can  be  established  by  the  legislation  of  any  stat 
with  regard  to  the  bonks  of  the  ctatc." 

The  governmcut  took  advantage  of  the  exteasioa  of 
charter  of  the  Imperial  Bank  in  1SS9  to  secure  a  larger  I 
in  the  dividends  tlian  it  had  Ixrfnrc  demanded.  The  sUtute 
of  December  18,  18S9,  reduced  from  four  aud  a  half  to  three 
and  a  half  per  cent,  the  dividend  allotted  to  the  shareholders 
before  auy  other  allotment.  Twenty  per  cent,  of  the  remain- 
ing profits  was  to  be  carried  to  a  reserve  fund,  so  long  as  this 
fund  v/OA  less  tlian  a  quarter  of  the  capital,  and  the  refflaiuder 
Wiis  to  Iw  shared  ctjuaUy  between  the  shareholders  and  Ihe 
Inij)erial  Treasury  until  the  jtoriioii  of  the  sliarcholdcrs 
reached  six  per  cent  Of  the  profits  Ju  excess  of  six  per 
cent,  the  shareholders  obtain  only  a  guarlcr  and  the  Im-^ 
pcriid  Treasury  the  other  three-quarters.  The  minimutn; 
dividend  of  three  and  a  half  per  cent,  was  to  l>e  made  up  ti> 
tlic  shareholders  from  the  reserve  funds  when  it  was  not 
prm-ided  by  the  annual  profit*  of  the  bank.    The  reM7v« 
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[fund  readied  the  legnl  limit  of  otie-fourtli  of  the  capital  iu 
1891.  Tlie  old  law  divided  ihc  dividends  above  four  and  a 
hair  per  cent,  equally  between  the  shareholders  and  the  gw- 
ernment  up  to  eight  per  cent  The  actual  pro6u  under  the 
old  law  from  1876  to  18S8  were  i^-ti. 900,000  marks,  amomit- 
iiig  lo  8.46  i>er  ctrDt.  annually  ou  the  capital.  The  sliare- 
bolders  received  94.900,000  marks,  amounting  to  6.o3  per 
cent,  of  ttie  capital  and  the  state  received  34.700,000  marks. 
The  bank  had  at  the  beginning  of  1S95  367  txinking  nfHces 
and  174J  employees,  and  the  cost  of  admiiiistrdtion  during 
1894  was  9,069,380  marks  ($2,250,000).  The  dividend  de- 
.  dared  for  1894  was  6.26  per  cent,  lo  ilie  7877  shareholders 
'and  mon>  than  half  as  much  to  the  government. 

The  Imperial  Bauk  has  done  much  of  late  years  to  assist 
the  cultivators  and  small  tradesmen,  but  not  all  that  the 
PiGertuau  socialists  desire.  The  prvsidctil  recently  had  occa- 
slou  to  remind  them  that  the  bank  was  not  in  a  position  to 
accord  long  credits  and  that  this  condition  was  expressed  in 
the  fundamental  law.  forlndding  the  discount  of  paper  for 
l-more  tliau  four  mouths  "  Within  the  limits  of  its  atat- 
'tttes,"  said  he  "  the  bank  accords  to  small  but  sound  cus- 
tomers a  suitable  credit,  when  and  so  far  as  their  conduct 
and  fortune  ofTer  guarantees  of  the  punctual  fulfilment  of 
tlicir  engagements.  Artisaus  mid  merchants  less  fortunate 
are  always  able  to  unite  with  advantage  in  a  credit  associa- 
tinn.'"  This  suggestion  has  long  since  Iwen  acted  on  in 
Gemiauy  th  rough  the  Sthulze-Delitzscb  associations.  These 
arc  co-operative  popular  banks  whose  members  comprise  the 
Ue«t  artisaus,  domestics,  and  shop-keepers.  They  form, 
lys  Professor  Jannet, ' "  a  hierarchy  of  banks  which  by  tlie  suc- 
cessive rediscount  of  tlicir  paper  cause  the  bills  of  exchange 
of  the  most  modest  artisans  to  reach  the  Imperial  Bank.'" 


'  Ra&lovicta.  MareM Financier eniS^fs,  116. 

*  Le  Capital,  la  Sptailatioi*  et  la  Finamt,  563.  Ur.  Ilcoiy  F. 
Mnritt.  tlic  clliciciit  t'Dtted  titata  Consul  at  Barmen.  iudtcAlcs  Uiat 
tile  Imperial  Rank  even  DMliM  Iomuk  Io  muociationK  not  doing  a 
■tnctly  fthort  terra  business,  bnt  itutcs  that  at  the  gcDcral  mccliag 
of  the  NtMwitdtr  CtiHraUktuse  at  Moiinoa  on  June  30,  18^  cow 
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President  Koch  stated  at  the  annual  meeting  in  1895  that 
54,641  persons  or  firms  were  admitted  to  discount  at  the  bank 
during  1894,  of  whom  6414  were  agriculturalists.  From 
April  I,  1893,  to  April  I,  1894,  the  bank  had  purchased  216,- 
000,000  marks  of  bills  bearing  agricultural  signatures,  be- 
sides discounting  directly  24,000,000  marks  more.  The 
associations  having  connections  with  the  bank,  he  declared, 
contained  502,451  members,  of  whom  127,229  belonged  to 
the  rural  associations,  and  they  had  at  their  disposal  60,000,- 
000  marks  of  the  funds  of  the  bank. 


plaints  were  made  tfaat  tbe  Imperial  Bonk  wonld  only  advance  them 
money  at  five  and  a  half  per  ceaL — U.  S,  Consular  Reports,  Decem- 
ber, 1895, 18. 
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The  Evils  or  ■  Centnry  of  Paper  Money— The  First  iRSues  of  ffotc* 
oad  the  liSbtto  to  Rolorc  Coin  Redemption— The  Cieution  of 
ttie  Iiapcrial  Bank  and  the  Successive  Cban^^rs  in  ita  Charter— 
Estsbltsbnient  nmlGrowlli  of  tlie  HutiftnHau  Btaii«h— Tbe  Moae- 
tury  Kcforiu  of  1693  ftotl  the  New  Rate  of  Exctungc — Cm  «f 
Cenificalf»  of  Deposit. 

THE  Ausiriau  Empire  has  betii  for  a  century-  untler  the 
dominioti  of  paper  money,  hut  her  iimiietnr)-  history 
has  diflfered  from  that  of  France  with  tlie  aisignalt 
ami  the  Uuited  States  with  th«  Continental  money  of  the 
Rcs-olntloD.  Tlie  Austrian  paper  money  has  been  a  serious 
detriment  to  the  commercial  dcvclnpmcnt  of  the  cmmtry  and 
the  solidity  of  businessi  enterprises,  but  tlie  volume  has 
never  reached  the  point  of  alwoLutc  wortblcssnesu  and  re- 
pudiation. The  effect  of  the  system  has  been,  in  the  lan- 
f ^uage  of  Professor  Sumner,'  "not  like  an  acute  disease  ;  it 
is  like  aci  invalid  state  with  occasional  fev'er."  The  first 
issues  of  paper  money  seem  to  ha\-e  had  the  same  Ijeueficial 
effects  as  the  issues  of  T^iw's  hank  in  France  and  the  issues 
of  £1  bank-notes  in  Scotland,  iu  stimulating  business  en- 
terprises and  alTordiiig  a  convenient  circulating  medium 
where  none  existed,  btit  the  limit  was  soon  o^-er-passed  and 
the  Austrian  paper  money  began  its  downward  course.  This 
course  has  been  several  limes  arreste<l  by  earnest  efforts  on 
the  part  of  the  government,  only  to  be  resumed  when  the 
necessities  of  war  compelled  new  issoes  of  paper.     The  fi- 

'  History  of  Amtriatn  Currency,  p.  323. 
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nniicinl  history  of  the  Austrian  Empire  hns  heeii  a  sticces* 
idon  of  acts  for  refuiuliiig,  for  new  issues  of  iniertsl-I)tariag 
and  iioii -interest  bcnring  securities,  and  new  regulations  for 
the  Austrian  Natioual  Dank  until  the  rccita]  becomes  almost 
tedious.  The  guvemmetit  and  the  bank  ha\-e  been  able  in 
recent  >'eais  to  accumulate  a  large  stock  of  gold,  the  paper 
money  has  risen  much  above  the  value  of  standard  silver 
cuius,  and  unless  the  country  is  dragged  into  »c»ne  new  war 
she  will  soon  aecoraplisU  the  resumption  of  spode  payments 
upon  a  gold  basis. 

The  first  important  banking  institution  in  Austria  seems 
to  have  been  creatcil  at  Vienna  by  a  decree  of  June  i6.  170,1. 
with  a  capital  of  7,000.000  florins  (J3. 500, 000).  It  was 
created  for  the  purpose  of  rescuing  the  government  from  the 
evils  of  a  debased  currciicj*  which  even  then  existed,  but 
was  aulliorJKed  to  receive  the  dejiosiLs  of  individuals,  like 
the  similar  establishments  of  Veuice.  Hamburg,  and  Amster- 
dam. It  was  eKseiitinlly  a  governmental  iiistiTutioii  and  wa« 
formed,  like  the  llauk  of  Venice,  for  the  funding  of  the  pub- 
lic debt,  wliicli  was  to  be  accomplished  by  au  annual  le^-y 
upon  the  receipts  of  the  Treasurj-  for  the  security  and  retire- 
mi'Ut  of  the  mandates  or  assegai  \v\\\c\\  the  new  establish* 
uient  tt-as  anthori]»»l  to  issue.'  The  exjierimenl  was  not 
successfid.  The  government  was  unable  in  the  involved 
state  of  the  finances  to  make  the  annual  payments  to  which 
it  was  pledged  and  the  mandates  issued  by  the  bank  were 
received  very  reluclaruly  into  llie  monetary  circulatiou.  The 
government  finally  turned  the  institution  over  to  the  City  of 
Vienna  and  it  look  the  name  of  the  Bank  of  the  City  of 
Vienna.  The  transformation  did  not  save  it.  The  bank 
suspended  operations  in  dmfte  on  private  account  in  order  to 
devote  its  entire  resources  to  refunding,  but  the  expected 
means  for  this  work  failed  and  the  bank  went  into  liquida- 
tion at  the  expense  of  its  depositors  and  shareholders.  No 
rnrtlier  attempt  was  made  to  establish  a  national  bank  for 
over  a  century. 
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The  Austrian  Erapirc  round  itself  in  1761  in  011c  of  the 
most  critical  stages  of  its  liistory.  The  headship  of  Ger- 
many, which  descended  to  the  Hapsbtirgs  from  Charle* 
igne,  wasescaping  from  Austrinn  control  under  the  potent 

^iiiBuence  of  Fiedcrick  the  Great  of  Prus«a,  and  Austrian 
iiuauces  were  involved  in  au  inextricable  coufusion  in  which 
tlic  one  patent  fact  of  a  dcBcit  was  all  that  was  not  obscure. 

'The  Count  of  Stiizendorff,  one  of  tlie  leading  iiiiiiisters  of  the 
Bmpire,  noticed  that  the  condition  under  which  loans  vxt^ 
contractetl  aflTorded  no  opportunity  to  gtuall  capitalists  to  in- 
vest. He  presented,  therefore,  a  project  by  which  bills  of 
from  20  to  100  florins  were  issued,  with  coupons  attached 
indicating  the  \'a)ue  from  day  to  day,  with  interest  added  at 
six  per  cent.  Public  depositories  were  authorized  to  receive 
these  bills  in  payment  of  taxes  and  to  disburse  them  to  the 
creditors  of  the  Stale  at  their  value  at  the  date  of  i>aymenl, 
including  accrued  interest.  M.  Nod  says  regarding  the 
effects  of  this  issue  : 

Tlic  pnWic  were  not  alow  lo  receive  tbr»e  bill*  with  ftvor  «a&  the 
circulation  attained  immediately  sncU  proportions  thai  the  yorem- 
ment  felt  able  to  ditpcusc  with  Uic  provision  for  interest,  wbicb 
created  a  heavy  charge  upon  Itic  Treasury.  It  decided  to  sufastitate, 
Ivf  a  ayvtem  or  vxchangrx  from  day  lo  day,  paper  money  witfaout  in- 
Icfcst  for  the  oHkiiuiI  intcrcttt-bcariDfc  billa,  wliidi  represented  a  par- 
ticulxr  kind  of  Tn;a»nr>-  tmads;  and  in  redeemini^  the  last,  in  onlrr 
to  avoid  eonruai an,  it  iuued  notes  of  five,  ten,  twenty-five,  filly,  and 
onebundreJ  Horins.  Public  opinlou  allowed  ilsclf  as  favorable  to  tfao 
cinploytneut  uf  tbe  new  money  ui  lo  tbc  circulation  of  Ibe  first,  and 
the  aanerou*  laeilttie«  wliicb  it  gave  to  daily  tnoaactiosagaTe  it  • 
preference  even  ovrr  metallic  money.' 

The  government  conid  not  content  themseU-eK  with  the 
moderate  use  of  ihc  ptiwer  in  their  hands.  A  second  issue 
of  notes  was  decreed  in  1769  aud  a  third  in  iV't.  Commerce 
was  expanding;,  aided  to  some  extent  by  the  convenience  of 
the  new  Dole  i«c*ues,  and  the  government  seized  the  oppor- 
tunity for  injecting  fresh  masses  of  paper  into  the  circulaliou, 
Thcflc  excessive   issues  provoked  a  panic  in   1797,  which. 

'  Ban^iKi  d  '^utuiioa  en  iiurape.  1.,  }4o. 
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obliged  tlie  govemmeiit  to  give  forced  legal  tender  cliaracter 
to  the  paper  and  even  to  refuse  iu>  cuavcrsion  into  Kxuritics 
of  the  eousolidatcd  debt.  Specie  rose  to  a  premium  of  tliir- 
tccn  per  cent,  in  E>ecember,  1799,  ami  began  to  disappear 
frodi  circnlation,  and,  in  1800  the  Treasnrj-  attempted  to  fill 
its  place  by  the  creation  of  notes  of  one  and  two  florins  Cfifiy 
cetits  and  one  dollar).  Austria  lost  several  Italian  provinces 
as  the  result  of  the  brilliant  campaigns  of  Napoleon,  and  the 
inhabitants  of  those  provinces  who  held  Treasury  bills  over- 
ran the  public  depositories  with  the  demand  for  payment  in 
specie.  The  separation  between  coin  and  paper  constaatly 
grew  wider,  until  in  1S06  paper  circulated  for  only  half  its 
valtie  in  .'iilver,  which  was  then  the  metallic  stamlanl.  The 
Treasury  made  repeated  promises,  which  could  not  be  kept, 
that  a  part  of  the  annual  tax  levy  should  be  consecrated  ta 
the  reduction  of  the  paper  circulalioa.  The  nec-d  for  fundis 
was  so  urgent  that  decrees  were  issued  ordering  the  trans- 
tuissiuu  to  the  Treasury  of  silver  vessels,  jewelrj'.  the  deoo> 
rations  of  the  churdics  and  the  consecrated  fonts  throughout 
the  etiipirc,  which  were  paid  for  in  paper  mouej-  at  three 
times  their  specie  value. 

The  peace  which  followed  Ihe  French  xnctory  at  Wagram 
in  1809  and  the  marriage  of  the  Archduchess  Maria  Louisa 
witli  Napoleon  afforded  an  opportunity,  which  the  govern- 
ment embraced,  to  attempt  the  restoration  of  order  in  tha 
public  finances.  Delegates  from  all  the  provinces  were 
asseraMed.  but  they  fouud  almost  Insuperable  difhcuUies  in 
the  incfliciency  and  corruption  of  public  officials  and  the  ab- 
solute lock  of  confidence  by  the  biL-^iness  community  and  the 
people  in  the  oft-broken  pledges  of  the  govemtuenl.  The 
issues  of  government  paper  money  had  steadily  increased 
from  74,zoo,ooo  florins  ($,'^7,000,000)  in  1797  tu  1.064.000,000 
florins  (5530,000,000)  iu  1811.  The  value  of  the  paper  had 
declined  almost  in  proportion  to  the  increase  in  the  iKsnes. 
The  price  of  silver  expressed  in  paper  was  i  tS  in  Decemlier, 
1800.  It  steadily  ruse  to  203  in  1807,  lcape<l  to  500  in  De- 
cember, 1810,  with  the  enonnouely  increased  iss»i:s  of  Ihe 
three  intervening  years  and  touched  >3oo  for  a  time  iu  i8it. 
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The  raeiliod  adopted  iti  France,  when  the  territorial  man- 
<IUles  wen:  subsiiluied  for  Ibe  as.signah,  was  followed  l>y 
Ausina,  nliicli  declared  the  reduction  of  existing  issues  to 
ouc-fi[\li  of  their  original  value  and  sulisdtiitcd  redemption 
notes  {Einlosungstchdnt),  which  were  culled  Vietinese 
mouejr.  The  decree  of  February  20,  181 1,  which  put  this 
reduction  in  force,  was  issued  with  the  avowed  purpose  of 
arresting  the  fluctuations  in  tlie  paper  money,  which  were 
declared  to  be  "so  extremely  peniicioii:>,  iTccause  they 
shatter  private  fortunes,  fetter  industrj-,  derange  all  social 
relations,  snd  give  Urth  to  dtslni.st  and  jenlousy."'  The 
decree  was  despatched  onder  seal  to  the  officials  in  different 
parts  of  llie  Koipirc.  to  be  opened  at  five  o'clock  in  the  morn- 
ing on  March  15,  1811,  and  the  aunouucement  was  awaited 
by  eager  crowds  who  looked  to  tlie  action  of  the  Emperor  to 
rebcve  the  public  distress.  The  majority,  who  held  quan- 
tities of  the  paper,  iivcnt  away  nirsing  the  government  for 
the  decree.  A  few,  who  were  believed  to  have  had  previous 
notice  of  its  contents,  had  put  their  affairs  in  a  shajK  which 
left  them  rich,  as  some  of  the  purchasers  of  stock  in  the 
Mississippi  Company  of  John  Law  had  Iransforracd  it  into 
real  estate  or  exported  the  proceeds  in  coin  while  the  stock 
was  still  selling  at  high  figures.  The  government  promised 
to  limit  the  new  issues  of  redemption  paper  to  just  enough 
to  redeem  the  outstanding  notes  in  the  proposed  ratio  of  one 
to  fi^-e,  which  would  be  about  212,000,000  Qurins.  The  new 
notes  were  depreciated,  however,  from  the  first  day  of  their 
itsae  and  fell  to  fifty  per  cent,  during  the  year,  but  rose  to 
ctghty-se\'en  per  cent,  when  the  pnblic  began  to  believe  that 
the  c^uaiiticy  would  not  be  increased.  The  suspension  of 
new  issues  was  only  for  a  brief  period  and  the  necessities  of 
the  last  Napoleonic  wars  forced  the  issues  up  to  638,900,000 
Qorins  ($319,000,000)  in  1S16. 

TIic  distrust  and  busine:is  paralysis  caused  by  these  re- 
peated paper  issues  and  the  necessity  of  raising  money  to 
cviy  on  the  government  led  to  the  creation  of  the  National 
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Bank  of  Aoitria.  The  Emperor,  iu  issuing  the  imperial 
patent  for  the  establishment  of  the  bank,  invoked  the  public 
ooiiSdence  by  declnriiig  that  he  had  from  the  first  desired 
to  re-e*itabli!ih  order  in  the  standard  of  value,  but  that  the 
violent  shocks  which  liad  rent  Europe  asunder  liad  involved 
Austria  in  a  series  of  difficult  wars,  in  which  llie  prcs«r\'aticMi 
and  the  independence  of  the  monarchy  l)ecame  denrer  than 
mere  questions  uf  6tiance.  He  pledged  himself  to  the  people 
that  no  new  paper  motie>'  should  be  put  in  circulation  and  that 
the  withdrawal  of  that  already  out  should  be  con&dcd  to  a 
natioiittl  privileged  establishment.' 

A  parly  of  capitalists  was  formed  after  some  delay  and  the 
statutes  of  the  National  Bank  of  Austria  received  the  Impe- 
rial approval  on  July  15,  1817.  The  bank  was  accorded  for 
twenty-five  years  the  exclusive  privilege  of  note  issues,  was 
exempted  from  the  stamp  taxes,  aud  was  authorized  to  accept 
deposits  and  discount  commercial  paper.  The  entire  capital 
was  to  be  [  10,000,000  florins  (555,cxw,ocx>)  in  stiares  of  1 100 
florins  each,  payable  100  florins  in  silver  and  1000  florins  Id 
paper.  The  bank  was  able  to  dispose  of  only  50.621  shores, 
from  which  the  proceeds  were  $2,600,000  in  Mh'er  coin  siid 
fi9.00o.o00  in  paper.  The  government  tocJt  up  and  de- 
stroyed the  paper  and  issued  an  equal  amount  of  securities 
bearing  interest  at  the  rale  of  two  and  a  half  per  cent.  As 
the  notes  were  depreciated  to  one-third  of  their  nomiual 
value,  this  amounted  to  seven  and  a  half  per  cent,  upon  the 
real  capital  realized,  which  was  about  $i3. 500,000  C$1,600,- 
000  in  cuiu  and  {19,700.000  in  the  coin  value  of  the  paper). 
The  services  of  the  bank  in  refntoriug  confidence  and  bus!- 
ncss  Bctinty  were  further  compensated  by  permission  to 
issue  a  quantity  of  notes  which  the  go\'enim<.-nt  pledged 
itself  to  accept  as  cash  without  the  privilege,  n-hich  was 
accorded  to  individuals,  of  demanding  redemption  in  coia. 
The  Kovcmmcnt  showed  its  good  faith  by  devoting  lo  the 
retirement  of  the  paper  nione>*  a  part  of  the  war  contribuliou 
paid  by  France,  and  131,829,887  florins  were  soon  withdrawn 
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from  drcttlatioii,  reducing  the  amount  oulstandtng  to  546,- 
886.38  florins  ($273,000,000).  The  bank  continued  the 
process  of  converting  the  gov^cmnietit  nionc-y  into  baiilc-ootca 
until  on  December  31,  t&47.  the  amount  oitls landing  was 
reduced  to  9,712.838  florins  (jLj. 850,000). 

The  uprising  in  Hungary  in  1848.  Ihc  Crimean  War,  and 
tlie  Italian  struggle  which  resulted  in  Austrian  defeat  ut 
Magenta  nnd  Solferino,  imposed  new  chtirges  upon  the  Aus- 
Iriaii  government  and  did  much  to  upset  the  work  of  tlie 
bank  during  the  thirtj'  ycais  of  peace  from  i8t6  to  1846. 
The  bank  had  proceeded  so  rapidly  with  the  conv-cntion  of 
llw  go\*emment  paper  money  as  to  endanger  its  tivvn  security 
&nd  alanning  niiis  were  threatened  in  1831,  and  again  in 
1840.  which  were  only  averted  by  the  help  of  the  goveninieiit 
and  in  the  latter  case  by  a  lunn  of  coin  from  the  pri^'atc 
banks  of  Vienna.  The  charter  of  the  bank  expired  in  1842, 
but  the  Kmperor  signed  n  pateut  renewing  il£  privileges 
with  some  modi&cations,  until  December  31,  [866.  The 
bank  had  enjoyed  until  this  lime  the  exclusive  privilege  of 
discount  as  well  aa  the  monopoly  of  note  issues,  but  tlic 
former  privilege  tras  now  thrown  open  to  otiieni  and  the 
fower  to  make  loans  upon  real  estate  mortgages  was  with- 
drawn. The  bank  had  contributed  somewhat  to  the  expsin- 
sion  of  cotnmcrcc  by  its  di.'icounls,  but  its  immense  advances 
to  the  government  prevented  its  applying  so  much  capital  a.4 
wa«  needed  for  the  development  of  tiew  private  enterprises. 
Financial  societies  and  private  banks  of  discount  had  sprung 
up  in  the  important  centres  and  tlieir  success  and  legality 
depended  upon  shariug  with  the  Natiomtl  Bank  the  power  to 
tiiake  di*icounts  and  advances. 

The  bank  at  the  end  of  (he  year  1847  possessed  n  metallic 
rescn-c  of  70,340,000  florins  (§35.000,000)  and  maintained  a 
circulation  of  aij.ooo.oco  florins.  The  outbreak  of  the  revo- 
lution in  Hungary  brought  the  hill-holders  in  crowds  to  the 
batik  for  the  redemption  of  llic  notes  and  tlic  coin  reser\'e 
.  shrunk  iu  a  few  days  to  35,033,030  florins.  The  directors 
'K'eT^  seized  with  panic  and  sccnrwl  from  the  government  the 
decree  of  June  30,  1848,  authorizing  the  bank  to  suspend 
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specie  payments  and  giving  forced  legal  tender  character  to 
its  notes.  The  government  hesitated  to  take  this  desperate 
step  and  accompanied  it  with  decrees  intended  to  prevent 
the  export  of  gold  and  silver,  even  to  the  amount  of  more 
than  loo  florins  ($50)  in  the  pockets  of  tourists.  The  gov- 
ernment at  the  same  time  resumed  the  issue  of  its  own  paper 
promises  in  the  form  of  interest-bearing  mandates,  redeem- 
able in  four,  eight,  and  twelve  months.  The  fifth  of  these 
issues,  in  1849,  was  given  forced  legal  tender  character  and 
the  notes  were  no  longer  to  be  redeemed  in  coin.  G<dd  and 
silver  began  to  disappear  from  circulation,  pieces  of  six  and 
ten  kreutzers  (one  to  two  cents)  were  coined  only  to  disap- 
pear, and  bank  bills  of  one  florin  and  Treasury  bills  of  six 
and  ten  kreutzers  were  issued  to  take  the  place  of  the  small* 
est  coins.  The  credit  of  the  bank  began  to  sink  with  that 
of  the  government  and  the  depreciation  of  the  bills  in  the 
middle  of  1849  to  about  half  their  nominal  value  alarmed 
the  administration  and  led  to  a  solemn  declaration  that  no 
more  loans  should  be  demanded  from  the  bank  and  that  the 
existing  debt  should  be  adjusted  and  consolidated. 

The  history  of  the  thirteen  years  from  1848  to  1861  is  the 
history  of  the  disregard  of  this  pledge  and  of  repeated  loans 
negotiated  through  the  bank  in  spite  of  continual  efforts  to 
refund  the  debt  and  reduce  its  proportions.  The  aggregate 
of  funded  and  floating  debts  due  the  bank  by  the  govern- 
ment was  178,500,000  florins  on  Januar}'  i,  1849,  and  205,- 
300.000  florins  on  January  i,  1850.  Considerable  reductions 
were  made  during  the  next  four  years  and  the  figures  were 
carried  down  to  121,700.000  florins  on  Januarj'  i,  1854.  The 
provisions  for  the  Crimean  War  forced  the  figures  up  again 
with  a  bound  to  294,200,000  florins  ($147,000,000)  on  Janu- 
ary I,  1855.  TJie  reduction  of  the  debt  began  again  the 
next  year  and  continuetl  until  it  was  reduced  on  January  I, 
1859,  to  145,700,000  florins,  but  the  war  with  the  Italian 
States  and  France  carried  the  amount  up  again  to  385,800,- 
000  florins.'     M.  Paul  Leroy-Beaulieu,  after  reviewing  the 
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long  series  of  negotiations  hetween  the  government  nnd  the 
bank,  sums  up  the  lesson  of  tlicsc  ycais  as  fulluws  : 

It  Is  ftppomit  how  political  evcnM  burleil  tbe  ftUtc  f«nh«E  and  liir- 
tlier  down  the  pstli  of  forced  Ick^  tcotfex  at  the  inomcnt  wbca  the 
resUBiption  of  specie  paj^ncntii  vccmeil  at  bntid.  [t  »  apparent  also 
of  what  HUle  use  weie  ple<lpc^,  wbetber  of  realty  or  scenritie<),  to 
hjstcn  the  liticialioii  of  the  state  and  to  permit  ibc  bank  to  trrtnianlc 
the  nupeiMioii  of  upecic  paymenu.  It  i«  because  alt  (uch  pledges  tre 
incapable  of  negotiation  at  short  uoticc  witlioat  great  loM  It  i*  ap- 
parent ali»o  wbnt  singnlorir  advantaxeoat  condittoiiii  Ibc  bunk  ob* 
tained  from  ihc  state  for  its  advaocei.  It  eujojcd  an  interest  of  two 
or  tbrcc  per  cent,  on  suma  in  paper  wbtcb  coal  it  nothing.'  This 
altuatktn  was  too  favorable  for  the  bank  for  It  lo  show  itself  ritcoron* 
totrarrk  the  )>tale.  Eirry  exbibiiion  of  (-omplaiiunc*  which  it  mode 
was  the  aonr<,-c  of  abunJant  m-ctiue.  Tbis  rate  of  two  ur  three  per 
cenL  was  extmragiiiit.  In  rrnncc  our  per  cent,  was  sdoptcd  and  in 
Its! J  six-teathsofonepercenl.  Tbetransforma'.iou,  fonucb  along 
period  of  time,  of  a  ktcsi  cslablishmcDt  of  credit  into  the  official 
tender  of  the  nUte  had  tlie  diiut.«lrous  conoequenee  thai  thia  eMablikb- 
nent  could  with  d IBicu I ty  fulfil  ttsuutural  mtMion  of  lending  tocoui- 
mercc.  One  cannot  >crve  two  iiiHtters,  and  n  liank  which  always  has 
Its  hand  in  its  coffers  (o  nstc  advances  to  the  state  is  coinpelled  to 
show  itself  more  striugcat  towaids  monufactaieis  and  tncrctiant*. 

Tbe  attempt  to  re»ttrae  specie  payments  seemed  tipoa  the 
eve  of  success  m  1859.  A  mouetary  cou\'ealioa  was  con^ 
eluded  January  24.  1857.  with  the  view  to  securing-  a  tinifbrni 
currenc}-  tbion);hout  Germany,  by  which  the  contracting 
parti&ii,  of  which  Aiistrin  was  one.  were  to  issue  no  more 
legal  tender  paper  after  Jamiarj-  i,  1S59,  which  was  not  re- 
deemable in  coin  on  demand.  An  Impcriiil  ortUnance  of 
April  30.  1858,  prepared  lUe  way  for  resumption  by  provid- 
ing that  after  November  ist  of  the  same  year  one-third  of 

*  M.  Noel  Mcms  to  ignore  this  clement  of  tbe  hank  loans  and  sayi: 
"Thebinlc,  during  the  entire  period  which  elapsed  from  its  origin  lo 
1861.  had  riacn  to  the  level  of  its  hcaTj  tnsli.  It  had  contributed  en- 
ergetically to  sustaiu  tbe  go^'cnimeut  in  the  df  fflcult  situailoni  which 
it  bad  traversed  and  its  snpport,  ol^en  <1iniiitcrenlcd,  had  tneritcd  gen- 
eral coaftdencc.  Par  fttim  abusing  tbe  opportunity  of  the  multiplied 
crises  which  hsd  obliged  the  Imperial  Trcnsnry  to  appeal  to  it,  it  bad 
endeavored  to  lighten  the  burden  of  tbe  Bacri6cca  imposed  by  events 
npuu  the  country."— ^dwfvf  J  (T/mimxwi*  en  Europe.  I..  ^H. 
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tbe  new  bills  should  be  covered  by  coin  or  btillJon  and  that 
Hie  other  tno-tliinU  should  be  represented  in  the  assets  of 
(lie  bank  by  securities  or  cotiimercial  paper.  An  arrange- 
uictit  was  also  concluded  between  the  government  and  the 
hank  for  the  retireineot  of  100,000,000  florins  in  small  notes 
by  the  pledge  of  the  domain";  of  the  State.  War  w'lh  Italy 
upset  these  carefully  laid  ptaii<)  and  on  April  29,  1859,  Ihc 
bank  vis.f>  again  released  from  the  obligation  of  coin  redetap- 
tion,  and  the  government  appealed  to  it  for  a  loan  of  200^- 
000.000  florins.  This  was  met,  to  two-thirds  of  its  face 
value,  by  the  issue  of  bank-notes  entirely  In  dcnominatiom 
of  five  florins  C$3.50).  The  jiublic  had  no  use  for  so  many 
small  bills  and  they  rapidly  returued  to  the  bank.  The  loati 
n-ith  which  it  was  sought  to  j>ay  this  advance  by  the  bank 
proved  a  failure  and  the  goi'cmnicnt  was  compelled  to  deliver 
a  variety  of  securities  iu  addition  to  the  unplaced  obligations 
of  the  loan,  nith  a  condition  that  they  should  not  be  marketed 
before  Novemlier  i,  186 1.' 

The  raanagcment  of  the  bank  decided  on  May  9,  1853,  to 
issue  tile  49,j79  shares  winch  had  remaiued  undisposed  of 
since  litio  and  they  gave  the  preference  to  the  holders  of  the 
original  shares,  at  the  rate  of  Soo  florins  payable  in  bank 
bills,  which  were  then  below  par.  The  bank  was  again  au- 
tlioriKcd  by  a  decree  of  October  21.  1855.  to  loan  money  on 
mortgages  and  issue  mortgage  bonds.  This  branch  of  busi- 
ness rapidly  developed  and  on  December  31,  1858,  already 
employed  about  37.000,000  florins  ($18,500,000).  ThecaiH- 
tal  of  tlie  batik  was  again  doubled  and  immediately  after- 
wards increased  by  50,000  new  shares  issued  at  the  rate  of 
about  725  florins,  which  made  the  total  capital  on  December 
31.  1855,  about  1:0,250.000  florins  ($55,000,000).  A  law  of 
November  13,  1S6S,  reduced  the  capital  again  to  90.000,000 
florins  C$45,000,000). 

The  approach  of  the  termination  of  the  privileges  of  the 
bank  led  to  an  earnest  discns-qoii,  which  resulted  iu  the  law 
of  December  37.  1862,  remodelling  tlie  charter  of  the  insti- 
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ion  and  its  relations  witli  the  gm-ernment.  Tlie  go^-em- 
Fincnt  proposed  llic  renewal  of  the  charter  until  1S90;  the 
finauce  comuiittcc  of  the  elective  chamber  proposed  18S0. 
The  subject  was  referred  to  a  mixed  coiiimittee  of  Ijoth  cham- 
bers, which  finally  fixed  the  limit  at  December  31,  1876. 
The  privileges  of  the  bank  were  broadened  from  time  to 
time  until  1877.  when  the  law  of  December  zoth,  terminating 
the  commercinl  trenties.  provided  also  that  the  mhiistry 
should  conclude  an  arrangement  with  the  bauk  cxleodinij  its 
privileges  until  March  29,  1878.  A  subsequent  act  made 
the  limit  May  31,  1S78,  and  one  month  later  the  National 
Bank  of  Austria  was  fused  with  the  A ustro- Hungarian 
Bank. 

The  National  Bank,  during  its  later  years,  in  spite  of  the 
manner  in  which  it  was  fettered  by  its  relations  to  tlie  gov- 
ernment and  the  suspension  of  specie  payments,  conducted 
its  relations  with  the  businesis  community  in  such  n  way  as 
to  contribute  in  a  considerable  meaNure  to  the  expansion  of 
iadustf}*.     The  business  paper  carried  increased  from  about 
32.000.000  florins  ($16,000,000)  in  1848  to  75,000.000  Qorins 
in  1854  and  90,000,000  florins  ($4.5,003,030)  in  1855.     The 
tdvances  on  public  securities  increased  from  about  15,000,- 
looo  florins  in  1848  to  50.000,000  florins  in  1854  and  82.000.- 
>  Doo  florins  in  1855.     The  discount:;  increa.sed  nearly  forty  per 
cent,  from  iS6j  to  1877  and  would  probably  have  reached  n 
^larger  figure  hot  for  the  liquidations  following  the  crisis  of 
1)873.     The  following  Liblc  shows,  in  florins,  the  aggregate 
JAmoaat  of  the  commercial  paper  discounted  ev-er>-  alternate 
year  from  1865  to  1&77  : 
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discounting  bills  of  exchange  and  making  ad\*anc««  oti 
public  s«oiirilies  without  any  other  liinitntian  than  its  own 
good  jndgmcut.  Under  this  autliority  the  bank  granted 
extraonlinar>'  credits  to  the  amount  of  64,451,000  florins  i» 
Attstria,  and  30,119,000  florins  in  Hungar>*.  The  circula- 
tion exceeded  the  legnl  limit  several  times  in  May  and  July 
and  was  almost  conlinnoosly  above  the  limit  during  October. 
Nm-anber.  and  December.  1S73.  The  effect  of  the  action 
of  the  bank  was  almost  instantaneous  in  restoring  credit. 
"  The  first  moment  of  panic  passed,"  says  M.  Clement  Jug- 
Ur.  "  it  was  s<?en  that  commerce  and  industry  continued  to 
^jtiake  good  hoad  and  that  the  vital  forces  of  the  country 
^«-ere  not  exhausted,  the  crisis  having  been  specially  se\'«rc 
in  ex'erj'thing  afiecting  the  bank."  ' 

Payment  in  coin  on  demand  was  nominally  the  condition 
upon  which  the  Imnk  held  iL<s  privileges,  but  the  situation 
of  the  government  and  itit  relations  with  the  bank  were  such 
that  it  was  thought  necessarj-  to  maintain  forced  legal  tender 
for  an  indefinite  period.     A  convention  was  signed  between 
the  bank  and  the  government  on  Januar>'  3,  1863.  pro\-iding 
for  the  resumption  of  specie  payments  by  tlic  bank  during 
1867.  but  the  war  with  Prussia  postponed  the  event  and  the 
country  continued  to  stagger  through  the  mire  of  irredcem- 
,able  paper.     An  act  of  May  5.    1S66,  authorized  the  gov- 
Icniment  to  issue  150,000,000  florins  in  government  bills. 
including  note*  of  one  and  five  florins  which  had  alrea<ly 
been  issued  by  the  hank  and  which  were  now  declared  to  be 
bills  of  state.     The  disasters  of  Sadowa  and  the  other  events 
uof  the  war  drove  the  government  to  the  old  device  of  John 
'Law  flud  Uie  Freucb  revolutionists,  to  guarantee  a  part  of 
its  paper  issues  by  the  salt  mines  of  Gmund,  Hallein,  and 
kossee,  at  the  same  lime  that  the  pledge  nns  given  that  the 
laximum  of  ibe  two  forms  of  the  floating  debt — the  paper 
money  and  the  salt  notes  {Saihienschiine) — should  not  ex- 
ceed 400,000,000  florins.     This  pledge  was  not  kept  tu  the 
letter,  but  the  actual  circulation  was  never  greatly  above  the 
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legal  maxiniiim.  The  meau  circulation  of  the  c^d  paper 
inoticy  in  1876  was  343,029,232  florins  and  of  the  salt  notes 
68.970,395  florins. 

Aa  cffurt  was  made  in  i&(fj  to  bring  Austria  within  the 
circle  of  the  Latia  Union  and  to  harmonize  her  monetary* 
s>'5tcm  with  that  of  France,  Italy,  Belgium,  and  Switzer- 
land. The  government  couiseiited  to  the  coinage  of  pieces 
of  eight  and  four  florins  in  gold,  ecjuivalent  to  pieces  of 
twenty  and  Icii  fraiirs  ($4.  and  $2).  The  Franco-German  war 
ant^led  the  iifgotiatiuns  before  they  bad  Ixrcn  radticd.  but 
the  Imperial  go\xnimeut  immediately  began  the  coinage  of 
the  proposed  pieces,  and  they  were  accc'pt«i  in  France  iu 
public  depusitories  by  virtue  of  a  decree  of  June  14,  1874, 
Their  coinage  averaged  about  3.000.000  florina  (ft. 500.000) 
per  year,  until  it  was  suspended  by  the  laws  which  reorgan- 
ized the  mqnelary  .system  in  1892. 

The  domestic  troubles  which  brotc  out  in  Austria  before 
the  defeat  of  Sadowa  led  to  the  reorganization  of  the  Empire 
according  to  the  system  of  dualism  which  now  prevails.  The 
Hungarian  Diet  was  convoked  at  Pesth  on  November  19, 
1866.  and  a  basis  of  union  with  Austria  upon  the  conditions 
of  local  independence  was  prepared  by  a  committee  of  sixty* 
seven  headed  by  Francis  Dcak.  The  Hungarian  budget 
was  to  be  entirely  independent  of  that  of  Austria  in  all  in- 
ternal affairs  except  those  affecting  the  army.  The  of&cials 
of  the  bank  regarded  their  interest  as  fully  protected  in  both 
Austria  and  Hungary  by  the  law  of  1862.  but  the  bank  soon 
fonnd  it5  rights  in  Hungary  called  iu  question  and  sought  a 
new  arrangement  which  would  place  them  beyond  atlnck. 
The  Hungariau  Diet  passed  a  vote  early  in  1^(70.  pronii»ing 
recognition  to  the  bank  nntil  the  expiration  of  its  pri^Hlegcs 
in  1876,  if  tlie  bank  would  consent  to  a  payment  to  Hungao' 
in  the  same  proportion  as  thnt  made  to  Au*tria.  and  if  it 
would  establish  at  Buda-P«lh  an  independent  directorate 
for  Hungarj*.  The  bank  was  willing  to  make  0  payment  of 
4, 500,000  florins,  but  this  was  not  acceptable  to  the  Hun- 
garian cabinet  and  the  pri\-ilege*4  nf  the  bnnk  approached 
expiration  without  an  agreement.    The  Imperial  government 
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then  brought  forward  a  plan  for  terminating  the  existence 
of  the  National  Bank  of  Austria  and  subbtilutiiig  in  its 
'  place  ft  new  institution  to  be  known  ok  the  AustroHnngarinn 
Bank.  The  proposition  became  law  and  the  new  institution 
vas  established  for  a  temi  beginning  July  i,  i8;S,  and  end- 
ing December  31,  1887.  The  charter  was  afterwards  re- 
newed for  a  period  of  ten  years  ending  on  Deceratjer  31,  1897. 

The  new  bank  succeeded  to  all  Uie  trati!^ction»  of  the  old 
and  a  directorate  was  established  at  Bnda-Pcsth  and  a  sum 
of  50,000,000  florins  ($45,000,000)  set  aside  for  discounts 
and  advances  in  Hungary.  The  bank-notes  of  the  institu- 
tion are  required  to  be  printed  in  both  the  German  and 
Hungarian  t<Migucs  and  to  Xkox  tlie  arms  of  the  monarchy. 
The  governor  of  the  bank  is  named  by  the  Emperor,  upon 
the  joint  norainiHion  of  the  finance  ministers  of  Austria  and 
Hungarj'.  and  the  two  deputy  governors  are  chosen  from  the 
two  parts  of  the  Empire.  The  changes  made  in  the  pro- 
visions for  the  note  circulation  had  in  view  the  new  charac- 
ter of  the  bank  as  a  representative  of  the  two  monarchies  and 
the  purpose  of  the  government  to  resume  specie  payments. 
The  certificates  and  matured  coupons  of  the  Austrian  and. 
Hungarian  debt  were  included  among  the  legal  securities 
for  the  covered  circiilation  and  it  was  provided  that  the  two 
principnl  establishment-i  nt  Vienna  and  Ruda-Pesth  might 
issue  bills  on  deposits  of  silwr  coin  and  bullion  at  the  rate 
of  forty-five  florins  to  the  pouud  of  fine  silver.  This  pro- 
vision became  inopcrati\'c  when  the  government  in  1879 
suspended  the  coinage  of  silver  on  private  account. 

The  amount  of  200,000,000  florins  has  been  steadily  ad- 
hered to  as  the  limit  of  the  uncovered  cimilation.  but  the 
rule  is  now  followed  of  keeping  coin  and  foreign  gold  bills 
to  the  amount  of  forty  per  cent,  of  the  entire  volume  of 
bank-notes  in  the  bands  of  the  public.  The  difficulties 
caused  by  a  rigid  limit  of  circulation  in  1873  were  guarded 
against,  upon  the  extension  of  the  bank  charter  in  1&S7.  by 
the  adoption  of  the  Gcnuan  system  of  the  five  per  cent,  tax 
on  the  circutntiou.  The  method  of  determination  is  sub- 
stantially the  same  as  in  the  case  of  the  German  Imperial 
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Baiik.  Weekly  reports  are  xeqaired,  and  mrau  the  amotmt 
bv  which  the  aggregate  circulation  exceeds  the  sum  of  the 
metallic  rtsen*^  uud  the  unCQ\'ercd  circulation  of  200,000,000 
florins,  a  tax  is  levied  of  jV  of  *>ne  per  cent,  for  the  weekly 
excess.  The  notes  of  the  Aiislro- Hungarian  Bank  are  a 
Jcgal  tender  tliroughoiit  the  Empire  for  their  full  nominal 
value  in  all  paymeuts  to  be  made  in  Austrian  monc}*,  id  the 
absence  of  a  specific  contract  or  a  judicial  decision  requiring 
payment  in  specie.' 

The  authorized  limit  of  circulation  has  been  exceeded  on 
several  occasions  since  the  law  levying  tJic  five  per  ocnL  tax 
ou  the  excess  and  the  tax  has  been  levied  for  fideen  different 
weeks.  The  first  occasion  was  in  the  nulnmn  of  1S90,  when 
the  limit  was  exceeded  656,440  flQrin.<;  in  the  week  of  Octo- 
ber 7lh.  and  the  excess  of  circulation  rose  to  23,257.080 
florins  during  the  week  of  Octolier  31st.  The  excess  of  cir- 
culation declined  to  17,093.710  fiorius  in  the  following  week 
and  disappeared  in  the  week  of  November  14th.  The  au- 
tumn of  the  next  year  again  required  an  excess  of  circula- 
tion, which  began  in  the  week  of  September  30th  and 
reached  7,186,560  florins  in  the  next  week.  This  excess 
was  reduced  to  223,780  florins  in  the  week  of  October  15th, 
and  then  disappeared,  only  to  reappear  in  the  last  week  in 
October  and  to  ri»c  to  13.267,0)0  florins  in  the  week  of 
November  7tb.  The  amount  was  reduced  in  the  next  «-eck 
to  3,463,370  florins  and  disappeared  in  the  week  of  Not-em- 
ber 33d.  There  was  a  small  excess  during  the  closing 
week  of  1S91.  but  none  appeared  again  until  October,  1893, 
when  the  maximimi  was  6,767,120  Qorius  for  tJie  week  of 
October  3iBt.  This  was  reduced  to  218,120  florins  for  tlK 
week  of  November  7th  and  disappeared  in  the  week  follow* 
ing.  There  was  no  excess  of  circulation  subject  to  the  five 
per  cent,  tax  during  1894  and  1895. 

The  essential  steps  towards  the  resumption  of  specie  pay- 
ments in  AiLs-tri a- Hungary  were  taken  by  tlie  monetary  laws 
of  1892.     The  ministers  of  Guaiicc  of  tlie  two  parts  of  the 
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Emi^n*  on  Febniar>-  36,  1S92,  in^-ited  a  Dimi1>er  of  emitient 
financiers  aud  political  economists  to  meet  and  consider  tlie 
following  questions : 

1.  WTiat  standard  ought  to  be  adopted  wlien  the  currency 
is  refonncd  ? 

2.  In  case  of  the  adoption  of  the  gold  standard,  should  a 
limited  circulation  of  silver  money  be  admitted  and  to  what 
amount } 

3.  Is  the  circulation  of  goverument  uotes  advisable,  bear- 
ing no  interest,  redeemable  in  legal  money  and  not  made  a 
forced  legal  tender,  and  under  what  condiUoos  ? 

4.  According  to  what  principles  should  tlie  conversion  into 
gold  of  the  existing  florin  be  regulated  ? 

5.  What  monctar>'  unit  is  it  advisable  to  choose? 

The  inquiry-  iu  Austria  was  entrusted  to  a  commission  of 
thirty-six  persons,  under  the  presidency  of  Herr  Stctnbach. 
the  Minister  of  Finance,  and  the  sittings  continued  from 
March  8lh  to  March  lylh.  The  inquiry  in  Hungary  was 
made  by  a  commission  of  tweuty-one  under  the  prcsideucy 
of  Herr  Wckerle.  The  first  question  was  answered  by  a 
large  majority  in  favor  of  the  gold  standard.  The  second 
qne^on  led  10  a  greater  division  of  opinion,  but  the  majority 
seemed  disposed  to  favnr  as  large  a  use  of  sit\'er  as  was  com- 
patible with  the  absolute  maintenance  of  the  gold  standard. 
The  majority  also  favored  the  continuance  of  a  circulation 
of  jo,ooo.O(X>  to  100,000,000  florins  in  governuient  uotes  not 
fully  covcrctl  by  coin.  A  few  believers  in  a  strictly  metallic 
currency  opposed  any  sudi  use  of  paper  money,  and  argued 
that  \\A  coutinuance  would  shake  confidence  in  the  monelar>' 
fi^-slem.  The  fifth  question  \v.-is  answered  in  favor  of  the 
inmutcnancc  of  the  florin  or  its  diW^^iou  into  two  ]iarts,  if 
a  smaller  unit  were  desired.  The  answer  to  the  fourtli 
im'olved  the  old  controversy  regarding  the  efiects  of  the 
rcAtomtion  of  a  metallic  standard  after  business  had  been 
conducted  and  contracts  made  for  many  years  ou  a  depre- 
ciated paper  basis.  The  definite  answer  to  this  and  the  other 
que<itions  was  fiiKilIy  gi\*en  by  the  government,  wiiliout  fol- 
lowing iu  all  rtApt^ts  the  recommendations  of  the  coiumis&ion. 
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The  proposals  of  the  ministr>'  were  submitted  to  the  Par- 
liaiucnt  of  both  countries  ou  May  14,  1S92,  and  were  made 
Uw  throughout  tlie  Rmpire  on  August  nth.  The  crown 
(^Aronnt)  was  matle  the  monetary  nniL  upon  the  basis  of 
cutting  a  kilogram  of  flue  gold  into  3380  crowns,  ami  a 
kilogram  ninc-tcnth.s  6ne  into  2932  crowDS.  The  value  of 
the  new  coin  in  United  States  money  is  30.3  cents  or  aboat 
ooe-twenlieth  more  than  the  French  franc.  The  crown  was 
divided  inio  100  beHer,  and  gold  pieces  of  ten  and  t\v-enty 
crowns  were  ordered  to  be  coined.  Austrian  ducats  were 
still  authorized  to  be  coined  as  money  of  commerce,  but  the 
ooin^fe  of  pieces  of  four  and  eight  florins  imder  the  terms 
of  the  treaty  with  France  was  discontinued.  Silver  pieces 
were  provided  for  of  one  crown  ($0,203)  ^^d  of  Bfty  heller 
($0.1015)  and  nickel  and  bronze  pieces  of  smaller  denomina- 
tions. The  silver  pieces  were  to  contain  only  835  parts 
silver  in  1000  parts,  making  tbem  substantially  token  coins, 
and  their  legal  tender  quality  was  limited  to  fifty  crowns 
C$io).' 

The  government  decided  to  convert  the  paper  money  at 
the  rate  of  one  florin  for  two  crowns.  This  was  the  mte 
which  was  under  discussion  by  the  commission,  and  while 
it  adhered  pretty  closely  to  the  current  rate  of  exchange  it 
involved  a  reduction  of  the  nominal  value  of  the  paper  in 
gold  about  sixteen  per  cent.'  It  had  been  urged  by  several 
members  of  the  coraniissioii  that  il  was  dtnrirable  to  con\-ert 
foreign  obligations  upon  the  basis  of  pority  in  gold,  in  order 
to  maintain  the  public  credit,  tvcn  if  it  n-ere  more  just  to 
convert  the  money  of  domestic  circulation  at  the  rales  which 
bad  ruled  for  a  dozen  years.'  The  problem  of  conversion 
was  complicated  by  the  fact  that  the  Austrian  metallic 
standard,  so  far  as  there  had  been  uny.  had  been  silver  rather 


'  Ordituiace  of  August  9,  1893.  BulUHn  Je  StalisH^Pf.  Sept..  189a, 
XXXIt.,  318-M. 

*Twoax>«i»»  being  wortli  40.6^cciit\  tbdr  creu  cxchuige  for  one 
ntmn,  inKHitully  worth  4H,3  crntt,  Ufl  a  reduction  or  7.6  ccoU  in  the 
vrIul-  \t(  t  Itc  dorin,  wliich  U  ubuut  16  per  cent. 
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than  gold  nnd  msnj*  obligations  'A'cre  ^specifically  payable  in 
sihtr.  The  suspenKion  of  silver  coinage  on  private  account 
in  1879  gave  a  6ctiiious  \'alue  to  Austrian  silver  coins,  just 
as  it  was  attempted  by  the  British  government  to  give  such 
fl  \'alue  to  Indian  rupees  in  1^19^,  and  the  florin  ceased  to 
fluctuate  vnlh  the  silver  bullion  niarlcet  while  remaining 
below  both  gold  and  paper.  The  goveninient  did  not  in 
1879,  however,  abandon  the  silver  standard  and  from  1879 
to  1891  coined  not  less  than  125,500,000  silver  florins  at  the 
mintt  of  Vienna  ond  Kremnitz.  The  Tate  of  conversion 
adopted  for  the  paper  currency,  therefore,  was  not  exactly 
the  scaling  of  a  gold  obligation,  for  gold  only  became  the 
ataodard  on  the  date  that  the  rate  of  couvcri^ion  was  fixed. 
The  rate  represented  about  the  average  exchange  from  1S79 
I01891.' 

The  hank  was  required  to  establish  gold  payments  upon 
the  basis  of  the  new  rate  of  exchange.  The  result  was  a 
considerable  benefit  to  the  bank,  fur  it  had  in  its  vaults  on 
August  7.  1892.  59.7s7.ono  florins  in  gold  and  30.428,000 
florins  in  foreign  bills  payable  in  gold,  which  at  the  new 
rate  acquired  a  higher  nominal  value.  The  bank  carried 
13.500,000  florins  in  foreign  bills  to  its  special  rcscrrc  fbnd, 
and  was  still  .able  on  August  15th  to  report  a  cash  reserve  of 
70,666,000  florins,  including  619.876  florins  received  dtuing 
the  preceding  week,  and  foreign  bills  ia  hand  payable  in 
gold,  to  the  amount  of  10,404.000  florins.'  The  addition  was 
made  to  the  special  reserve  fund  in  order  to  avoid  increas- 
ing the  limit  of  covered  note  issues,  which  was  not  thought 
advi-sablc  without  consultation  with  the  government.  The 
entire  operation  was  simply  a  matter  of  boukkceping  and 
added  nothing  to  the  real  resources  of  the  bank  or  to  the 
value  of  its  gold.  The  gold  had  formerly  been  counted  at 
its  face  value,  while  its  real  value,  expresacd  in  terms  of 
depreciated  paper,  was  much  greater.  The  change  simply 
tecognizcd  this  fact  and  in  bringing  the  gold  and  papcf 


'  Hauiit.  5S-64. 
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together  gave  a  nomiual  value  to  the  former  correspondiog^ 
to  the  reduced  standard.  The  purchasing  power  of  a  gix-ea 
weight  of  gold  remained  the  :same  under  either  method  of 
bookkeeping,  but  the  gold  was  intended  to  become  under  tlie 
new  system  a  monc)'  of  actual  circulatiou  instead  of  a  bullion 
reserve  exp«.ised  in  a  standard  above  the  real  one. 

The  importation  of  gold  followed  quickly  on  the  estab- 
liiihnient  of  the  standard  and  was  promoted  by  the  policy 
of  the  l>3nk,  which  rai.scd  the  discount  rale  and  made 
advances  to  facilitate  arbitrage  transactions  when  cxchauj^e 
seemed  to  be  unfavorable.  The  receipts  of  gold  by  llie 
bank  from  April  nth  to  October  lo.  1892.  were  38.759.000 
florins  ($19,000,000),  of  which  a  large  pert  was  in  pieces  of 
American  origin.  Receipts  from  India  became  heavy  in 
November  and  raised  the  total  receipts  from  August  1  ith, 
the  date  of  the  promulgation  of  the  new  laws,  to  December 
31,  1S92,  to  39.447,000  florins.  The  slate  also  availed  itself 
of  foreign  bills  in  its  possession  to  accumulate  gold  and  at 
the  close  of  iSga  had  about  40,000,000  florins  in  the  hands 
of  the  Austrian  mini*;tr\'  and  50,000.000  flnriuR  in  the  bands 
of  the  Hungarian  ministr>'.  A  new  project  was  adopted 
iu  1894.  for  retiring  tlie  govemaient  paper  money  and  sub- 
stituting bank-notes  and  subsidiary  silver.  An  arrangement 
wn^  made  witli  the  Austro-Hungarian  Bank  to  sell  40,000,- 
000  florins  iu  silver  for  coinage  into  pieces  c^  oue  crowti  and 
to  issue  t6o,ooo,ooo  florins  in  book-notes  as  the  government 
notes  VftK  recenred  and  cancelled.  The  Treosuo'  agreed  to 
pay  over  to  the  hank  200,000,000  florins  in  gold  ($too,ooo,- 
000),  which  was  to  be  used  only  as  the  coin  guaraiiiceof  the 
new  notes,  florin  for  florin.  The  first  notes  rctined  were 
those  of  otte  and  five  florins  and  Considerable  oppoeilion 
developed  among  the  people  at  surrendering  the  convenient 
paper  notes  for  the  more  cumbersome  silver.  An  economist 
of  note.  Max  Wirth.  ur:gcd  that  the  retirement  of  paper 
should  begin  with  notes  of  50  Borina  ($35)  idstead  of  the 
small  notes,  but  the  government  adhered  to  its  original  plan.' 
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The  crisis  of  1893  iu  tli«  Uultcd  States  and  the  rather 
tmfiavorabic  condition  of  the  money  market  in  Gcnnany 
had  a  reBex  influence  ujxin  AuMria  wtiicb  arrested  her  steps 
towards  a  gold  basis  and  prcv'cotcd  any  considerable  increase 
iu  her  gold  fund  during  that  year.  The  reappearance  of  3 
premium  on  gold,  running  from  three  to  seven  percent.,  in 
paper  money  and  bank  uotes,  caused  a  deal  of  disappoint- 
ment and  much  inquir>-  as  to  the  reason.  The  critics  of  the 
govemraeni  a.'icril»ed  it  to  the  iittenipt  to  convert  the  old  fi\-e 
percent,  obligations  into  four  per  cents.,  which  resulted  in 
bringing  back  into  Austria  a  large  quantity  of  securities 
held  abroad.  It  was  calculated  that  the  importatiotts  of 
seeuritte.s  during  [893  exceeded  the  exports  by  114,690,000 
florins  ($57.ooo.oc»).'  The  Minister  of  Finance  pointed  out 
that  this  inward  current  was  atmo5t  wholly  in  sccnntics 
payable  jn  silver  and  that  it  was  ucces3ar>-  to  cut  ihc  bond 
which  nominally  bound  the  txvo  metals  together  in  the 
Austrian  currency  system.  A  reason  was  found  for  the 
change  in  some  quarters  in  the  state  of  the  money  market 
at  Berlin,  which  was  swamped  with  South  American  and 
other  securities  of  little  value,  which  bad  absorlwd  the 
ready  money  of  German  capitalists.  The-Au-itrian  securi- 
ties were  among  the  few  of  real  value  which  ^vere  held  in 
Germany,  and  money  could  he  recovered  at  the  smallest  loss 
by  returning  them  to  Austria,  whose  people  were  buying 
their  owo  securities  at  good  prices.  Tliis  tcndenej'.  though 
doubtlt-ss  htighlcued  in  ibe  case  of  Austria  by  the  couver- 
eions  and  by  tlic  fear  of  payment  in  silver,  only  confirmed  a 
principle  which  has  become  marked  in  recent  years— that 
the  securities  issued  by  a  solvent  power  tend,  after  their 
original  pl.icement,  to  return  tiilo  the  hands  of  its  own 
people.  This  T*-as  observed  in  the  United  States  in  1878, 
when  it  was  estimated  that  five-siatth  of  the  public  debt  had 
returned  into  the  hands  of  Americans  ;  iu  France,  after  the 
l^rcat  loans  to  pay  the  Gemum  war  indemnity;  and  even 
in   Italy,  who  originally  paid  two-thirds  of  her  interest 
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charges  abroad,  but  dow  pays  hardly  a  fifth  oatstde  the 
Kiagdom.' 

The  action  of  tlic  govemmcnt  in  bDyiiig  siKxr  for  sub- 
sidiary coinage  from  the  bank  is  proving  a  great  aid  to  the 
latter  iu  solving  the  problem  what  to  do  n-itb  its  lat^^ 
stocks  of  silver  accuiimlaled  wlieii  that  metnl  was  near  the 
old  parity  with  gold.  The  cash  resen-c  of  the  Kn.Uonal 
Bank  of  Austria  and  of  the  Austro-Hungnriau  Bank  con- 
sisted almost  exclusively  of  silver  'n-hilc  that  metal  was  at 
a  premium  over  gold,  but  gold  began  to  flow  into  the  bank 
in  1871.  to  constitute  about  half  ibe  reserve.  The  gold  then 
remained  nearly  statioiiarj'  for  ten  years,  while  the  silver 
rapidly  increased.  The  cSbrts  to  resume  specie  payments 
have  strengthened  the  gold  resources  of  the  bank,  but  thejr 
are  still  threatened  by  the  accumulation  of  silver.  The 
proportion  of  gold  and  silver  held  and  other  general  statis- 
tics of  the  National  Bank  of  An.<<tria  and  of  the  Austro- 
Hungarian  Bank  appear  iu  the  foUuwitig  table  : 
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The  chcnlation  and  tlie  discounts  of  the  bank  flucttuLte 
with  the  seasons.  The  maximum  drculation  in  1894  was 
517,742,000  Qorins,  for  the  week  coding  October  3i6t,  and 
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the  minimum  circulation  wa:s  409.349.000  florins,  for  the 
week  ciiiliiig  Febniary  ayl.  The  maximiuii  discounts  were 
i9o,o23.o<*  Roriiis,  for  ilie  w«ck  of  November  jtli.  and  the 
miainmm  discounu  were  106,841,000,  for  the  week  of  Feb- 
ruary ijtii.  Tlie  note  circulation  ou  June  7,  1895,  wis 
50i,69Z,64.o  florins,  and  the  discounts  were  150,380,783 
florins.  The  gold  reserve  oa  thai  date  bad  increased  to 
193,262,3^  florins,  and  the  silver  had  been  reduced  to 
135.093.317  florins.  The  reserve  fund  of  ihe  hank  consists 
of  32.530.824.  florins.  The  circulation  at  the  dose  of  1S94 
consisted  of  206,425,360  florins  in  to-florin  notes,  179,578.800 
floriiDi  ill  loo-flurin  notes,  aud  t2t,to4,ooo  florins  in  1000- 
florin  notes.  Tiie  gross  product  of  the  operntions  of  the 
bank  in  1894  was  10,440,566  florins,  and  the  cost  of  admio- 
istralioiL  M'as  3,801,041  florins,  leaving  6,639,524  florins  to 
be  divided  between  the  shareholders  and  the  g;ovcnimeiit. 
A  dividend  of  five  per  cent.  (4,500.000  florins)  is  first  di^ 
tributed  hy  law  among  the  shareht^ders.  four  per  cent,  of 
the  remainder  goes  to  the  Te5er\'c  fund,  the  dividend  of  the 
sharehoMers  is  raised  to  seven  per  cent,  if  the  balance  per- 
mits, and  the  remainder  is  divided,  half  to  the  sbarehotders 
•nd  half  to  the  public  Treasur>'.  Austria  taking  seventy  per 
cent,  and  Hungary*  thirty  per  cent.  The  government  has 
not  realized  much  from  this  arrangement,  the  entire  amount 
in  1S94  being  only  129,101  florins  ($65,000).  The  amount, 
moreover,  is  not  paid  into  the  public  Trea.sury,  hut  is  set  off 
against  a  loan  of  80,000,000  flurins,  made  to  the  government 
in  1863,  which  was  reduced  ou  I>ecember  31,  1894.  to 
76,986,975  florins. 

The  rate  of  discoant  of  the  National  Bank  varied  belweeu 
1817  aud  1S62  from  Gve  to  eight  per  cent.,  and  from  1863  to 
the  fusion  with  the  A ustro- Hungarian  Bank  in  1S78  ne\'er 
went  higher  than  six  and  a  half  per  cent.  The  changes  in 
the  mle  of  discount  during  these  fifteen  years  were  twelve, 
while  tliose  of  the  Bank  of  England  were  one  hundred  and 
fifiy-two,  of  the  Bank  of  France  forty-six,  and  of  the  Rank 
of  Prussia  forty-6vc.  The  mean  rale  of  the  National  Bank 
of  Austria  was  not  more  than  eight-tenths  of  a  cent  above 
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tliat  of  the  Eiank  of  England  nor  marc  than  strvcn-tctitlis 
above  tbul  uf  the  Bank  of  France,  in  spite  uf  the  much  more 
camplctt;  industrial  (.Ic\*elopmcut  of  the  lattur  countries.' 
The  rate  has  varied  even  less  during  the  sevcnleeu  yeare  of 
the  history-  of  the  consolidated  bank.  Fixed  at  four  per 
ceiil.  on  May  9,  1879,  it  waa  niisetl  to  five  per  «:nl.  October 
20,  tS82.  reduced  to  four  and  a  lialf  011  Februar>*  3,  iSSj, 
niui  to  four  per  cent,  on  Februar>-  23,  1883.  The  rate  was 
raised  again  to  four  and  a  half  on  October  7,  1887,  and  re- 
duced to  fonr  i>er  cent,  uii  January  11,  iSSS.  The  rate  of 
four  per  cent,  has  bc«u  pretty  uaiformly  tnaiutaincd  during 
the  ejirly  part  of  the  year  for  the  past  seven  years,  but  the 
autumn  rate  has  usually  been  hij^her,  reaching  in  1S90  five 
Qud  fl  half  per  cent.  Au  lucreaae  from  lour  to  five  per  cent, 
was  made  on  October  7,  1893.  but  was  followed  by  a  reduc- 
tion to  four  and  a  half  in  the  second  half  of  JaDuai^*,  1894, 
and  to  four  per  cent,  on  J'Vbmar}-  9th,  where  il  remained 
throughout  the  year  and  until  the  autumn  of  1S95,  wheu  it 
was  put  at  five  per  cent. 

Tlie  number  of  br-inches  of  the  AustTo- Hungarian  Bank 
bad  risen  in  1895  to  34  in  Austria  and  zi  iu  Hun)<ar}',  out- 
side the  principal  establishments  at  Vienna  and  Buda-Pcsih. 
The  bank  at  Buda-Pcsth  has  been  rapidly  gaimng^  in  recent 
years  iu  volume  of  business  over  the  bank  of  \'icnna.  aud 
the  development  of  Hungary-  from  a  purely  agricoltural  to 
an  industrial  country  haA  created  a  jcalouM-  which  threat* 
ens  the  perpetuation  of  the  bank  in  its  diutl  form.  The  dis- 
counts at  BudaFesth,  which  were  16.853,181  florins  at 
the  close  of  1875  against  dihcounls  at  Vienna  of  51,109,319 
florins,  advanced  at  the  close  of  1890  to  35.688,570  florin*  at 
Bnda-Pesth  against  53,353,903  florins  at  Vienna,  and  at  the 
close  of  1S94.  to  43,410,814  florins  at  Bmta-Pesth  agatu»t 
41,649,846  florins  at  Vienna.' 

'  NbcU  L,  38a.  43*. 

'  fffx^ltnassizf  yukrasikunjriUrOmervli'ertttmmlwmg  dcr  Onter- 
reKhiuhungnriuHfH  /iant,  am  4  Frhraar,  /*(»/.  3i->.  Thn  aotbor 
la  iudcblcd  lo  Ibc  <:ourU'»T  of  tbe  nnkuia  r>f  lli«  t«hk  foe  tbctt  alat- 
uie*  nail  lul]  official  itfioiU  fur  tvvemt  yean  put. 
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The  tendency  towards  separate  local  instiuitlous  in  Hun- 
gary has  leil  to  considerable  discussJQii  of  tlie  project  of 
Mparaie  banks  of  issue  for  tbe  two  sections  of  the  Empire 
and  this  was  011c  of  the  reasons  why  the  project  for  the  rc- 
newnl  of  tlie  charter  proposed  by  the  Imperial  Bank  in  the 
spring  of  1894  *'^"*  ""^^  accepted  by  the  two  gm'emmenls. 
The  bank  proposed  that  the  Austrian  government  reimburse 
at  OJ1CC  the  debt  of  77,o<x>.otx>  florins,  which  is  in  process  of 
slow  reduction  by  the  apphcalion  of  the  goveniment  share  in 
the  dividends.  The  bank  mainUiiii<;d  thai  this  reimburse- 
meut  was  required  in  order  to  &trengt1ieii  its  po»itiou  in 
resuming  cash  paj-mcnts.  The  proposals  oflFcrcd  some  cora- 
pensAting  advautAge:^  to  the  goverumeut  by  giving  it  a  share 
ia  the  dividends  when  the  net  profits  exceeded  six  per  cent., 
instead  of  seven  percent.,  as  under  existing  law.  The  bank 
uskt^l.  ou  its  side,  to  have  the  Treasury  funds  confided  to 
its  keeping  and  to  have  its  capital  reduced  fj'otn  <)o,ooo.ooo 
florins  to  75,000,000  Qorins.  The  bank  expressed  its  willing- 
ness lu  submit  at  the  same  time  lo  the  supervision  of  an 
official  board  of  curafora  like  that  of  the  Bank  of  Germany, 
which  should  control  its  general  policy.  The  issue  of  bills, 
the  administratinn  and  the  policy  of  the  two  divisions  of  the 
bank  were  to  continue  under  one  head.  Tlw  issue  of  bills 
below  5fty  crowns  (Jio)  was  to  be  suspended  or  the  subject 
left  <}pcu  for  conference  between  the  bank  and  the  two  gov- 
emmetits  of  Austria  and  Hungary'.  The  charter  of  the  bank 
w»s  to  be  continued  uuder  iliu*  conditions  until  1912.' 

Complaint  is  already  being  made  in  Austria  that  the  >vith- 
drawol  of  the  government  piii>cr  money  will  produce  a  con- 
traction of  tbe  currency  which  will  prove  a  detriment  to 
industry  and  trade.  Gold  has  not  yet  a]>peared  to  any 
considerable  extent  in  the  circulation  and  the  silver  pieces 
of  one  florin  are  less  popular  than  the  paper  money  which 
has  heretofore  been  used  for  daily  transactions.  The  circu- 
lation is  about  800,000,000  florins  ($400,000,000).  which 
affords  an  average  of  less  thau  $to  per  capita.    Tbe  Imperial 
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tliat  of  the  Bank  of  Eugland  nor  i 
above  that  of  the  Bank  of  France,  i: 
cuniplete  industrial   development   ■ 
Tlie  rate  has  varied  eveu  less  dnri- 
the  history  of  the  consolidated  ! 
cent,  ou  May  9,  1879,  it  was  rais. 
20.  1882,  reduced  to  lour  and  ;; 
ami  to  four  per  cent,  on  Febni. 
raised  again  to  four  and  a  hall" 
diiced  to  four  i>er  cent,  on  Ja: 
four  ])er  cent,  has  been  pretty 
the  early  part  of  the  year  {••: 
nutunni  rate  has  usually  bei ' 
and  a  half  iK;r  cent.     An  \u- 
was  made  on  October  7,  iS 
tion  to  four  and  a  half  in  ' 
and  to  four  ]kt  cent,   on    ' 
throughout  the  year  and  ■ 
was  put  at  five  per  cent.        ^ 

The  number  of  branc" 
had  risen  in  1895  to  t,^  ^ 

side  the  princiiwl  estal 
The  bank  at  Buda-Pi 
yt-ars  in  volume  of  li- 
the development  (if  '.' 
an  industrial  count- 
ens  the  ]x;r]>etnati"'r 
viiunts    at    Buda-P' 
tile  close  of  1S75  . 
ll'Hiiis,  advanccil 
Biida-Pesth  ayiii:- 
eliise  of  1894   to 
4i/>49,S46  florin 

Nwl.  I.,  .I'^J.  . 

rr!i/iisch-HUx>'i  ■ 
i-  iiiiK-Iilcd  tr>  1: 
i::<'s  a:iil  liill  ^>:' 


,  ;o  a  fixed  cir- 
■.s  coin  resert'^. 
lustruments  has 
..ices  of  deposit  in 
J-  uiscnssion.    The 
Aastria  outside  of 
j-jmmercial  centres, 
.*  01  deposit  is  a  part 
.^^c  familiar  with  the 
ui^arian  Bank  of  Com- 
...liaiive  and  proposes  to 
.a.;  bonds  heretofore  lini- 
.  ,-^>'.,  small  coupons  run- 
^      One  of  the  propositions 
....>  -^taring  interest,  but  it 
;,  ,:i».vuvenient  as  a  medium 
v.tKSsity  of  computing  the 
.,.K  iiie  depositor  of  his  inter- 
^  *.Ua:r  <ii  the  certificate.     The 
;  ^'oiuuierce  and  Industry  is  to 
.^  .cuLAiuing  on  deposit  and  pay 
j:ssi9»  awking  them  substantially 
..k  -JO'  are  issued  by  the  bank  for 
,  ^  .1  :hi*  respect  assimilate  closely 
,.v>a  illustration  of  the  narrow 
lud  notes. 


CHAPTER  X. 

'>THE  BANE  OP  RUSSIA. 

AS  nn  Organ  of  the  Govcnirarat— T1i«  fnpcr 

Id  cf  RumU  aud  the  BObrts  to  Rcturo  to  a  Metallic 

Etauluitlon  of  the  Buk  In  1894  and  the  itSJort  to 

Btvt  «i(d  ItiilMlry — pT««nt  Stale  of  t1)«  CirruUtion 

at»— The  TcBilcDcy  towanb  Uic  Gold  SUukIbtiI— The 


of  Russia  has  been  so  entirely  a  mere  organ 

State  from  its  foundation  to  the  pre»:nt  time 

history  is  closely  bound  up  with  that  of  the 

of  the  government.     The  extension  of  acoom- 

to  iudu&lry  ami  commerce  has  been  aa  element 

sincss  of  the  banlc,  but  mainly  because  enlarged 

paper    have    promoted  commercial    movements. 

ley  bos  taken  the  place  of  alt  other  ctureticy  as  a 

circulation  in  Russia  and  while  the  bank  has  a 

e  store  of  gold  and  the  Treasury  has  a  greater 

there  arc  no  dehiiite  indications  aa  yet  of  a  complete 

to  a  specie  basts.    The  reorganization  of  the  bank  by 

'itte  in  1894,  with  its  provisions  for  large  ad^iinces  of 

jtJtcs  to  small  farmers,  producers,  and  manufacturen*.  is  in- 

ided  to  be  a  step  towards  bringing  the  bank  into  closer 

irtnony  mth  the  commercial  interests  of  the  country* ;  but 

le  hand  of  the  government  is  placed  more  heavily  than 

upon  the  management  of  the  bank,  and  the  long  terms 

id  liberal  conditions  fixed   for  these  loans  involve  some 

lements  of  danger. 

Paper  money  was  introduced  into  Russia  as  early  as  176S 

id  was  welcomed  at  first  because  of  its  greater  convenience 
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than  the  copper  money  of  ivliicH  it  was  the  representative 
The  pretext  was  uiaiutaiiicd  for  a  time  tbat  the  paper  ms 
simply  the  coined  certificnte  for  the  copper,  aud  the  notes, 
wliich  were  known  as  atiignati,  were  at  a  slight  preniiuui. 
BurcKus  were  established  at  St.  Petersburg,  Moscow,  and  in 
the  provinces  for  the  redemption  of  the  paper,  which  may  be 
considered  foreruuoers  of  the  Bank  of  Kusaia.  A  ukase  of 
January  lo,  1774,  prescribed  that  the  limit  of  3o,ocx;>,ooo 
roubles  (^15.400,000)  should  never  be  exceeded  in  the  tssne 
of  paper  money.  This  pledge  was  disregarded,  as  most  aach 
limits  upon  paper  issues  have  been,  and  after  the  limit  had 
been  raised  to  ioo,ocx>,ooo  ronblcs  ($77,200,000)  on  June  26, 
1786,  in  order  to  obtain  resources  for  war  with  Turfcey,  the 
depreciation  began.  The  price  of  the  silver  rouble  liad 
risen  before  the  end  of  the  century  to  t.47  in  paper  roubles 
and  the  prices  of  merchandise  had  followed  the  upward 
course  of  the  preciou.'i  metals.  The  government  e!i(lea\'ored 
to  protect  itself,  at  the  same  time  that  it  recognized  the  de- 
preciation of  the  paper,  by  a  ukase  of  June  33,  1794.  raising 
the  capitation  tax  paid  by  the  peasants,  ' '  in  view  of  the  fiict 
that  the  increased  price  of  nil  products  permits  them  to  earn 
more  by  cultivation  aud  otlier  work."  ' 

The  four  most  serious  cfforW  to  rescue  the  niooctaTy  ostein 
of  the  couatr>'  from  the  mire  of  irredeemable  paper  were 
made  in  1817,  1839,  1S60,  and  iSSi.  The  first  attempt  was 
made  by  mcan.s  of  loans  placed  both  abroad  and  at  home,  of 
which  a  part  of  the  proceeds  was  lo  be  applied  to  the  retire- 
ment of  the  paper  circulation.  The  Emperor  Alexander 
I.,  after  the  pence  of  Tihdt  in  1810.  recognired  all  the  ool- 
>landing  notes  as  a  pujrfic  debt,  p!edge<i  tlte  public  faith 
to  their  rcdauptioii,  and  declared  Ibat  no  more  poi>er  money 
should  be  issued.  The  circulation,  nolwilhslauding  these 
pledges,  climbed  upward  from  577,000.000  rouble-t  in  1810  to 
^36,000,000  roubles  iu  1817.     It  was  then  that  the  loans 

'  Pmil  I.icn>y-I)eaa1icn,  La  &ience  det  FiHamcci,  II.,  656.  Tlie  roo- 
lil«  »  ibe  exact  e()uiwileiit  of  four  ffi»nrt  in  FtetK'li  money  (5a-77» 
«ni)  cxclmage  on  Paris  at  par  is  quoted  in  the  fonu  of  ^cn  firancs  foit 
100  rout>Ics. 
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were  issued  ivhicli  had  been  pnDmised  in  a  decree  of  Afay 
27,  1810,  and  the  progress  of  reform  was  so  rapid  timt  the 
circulation  was  reduced  in  V&iZ  to  595,776,000  roubles. 
Count  Cancrtii  wns  thea  at  the  hend  of  Russian  finances, 
and  be  steadily  refused  to  increase  the  paper  circulation  dur- 
ing tbirtecD  years,  in  spite  of  wars  iti  Turkey.  Persia,  and 
Poland,  He  hesitated,  however,  at  the  policy  of  substi- 
tuting ail  interest-bearing  debt  for  the  immense  mass  of 
paper  obligations  bearing  uo  iuterest  and  did  not  succeed  in 
raising  the  value  of  the  paper  rouble  much  above  a  quarter 
of  the  rouble  of  silver. ' 

The  government  made  tlie  second  effort  to  reduce  the  vol- 
ume of  paper  money  by  a  decree  of  July  i,  1839,  that  the 
paper  roubles  should  be  valued  at  three  and  a  half  to  a  rou- 
ble of  silver  and  that  a  new  form  of  paper  should  be  substi- 
tuted in  this  proportion.  The  ucw  paper  was  to  be  kuowu 
as  bills  of  credit  sad  was  to  be  redeemable  in  silver  and 
secured  by  the  public  domain.  The  exchange  of  the  assig- 
nats  for  the  new  bills  was  ordered  to  take  place  on  June  i, 
1843,  aud  a  pledge  was  given  to  the  business  coniraunily  for 
the  credit  of  the  new  paper  by  depositing  in  the  citadel  of 
St.  Petersburg  in  December,  1844,  a  metallic  reserve  of  70,- 
464,245  roubles  (Jl54.ooo,ooo),  which  was  to  be  under  the 
control  of  twenty-four  members  of  the  stock  exchange.  This 
fund  was  increa.sed  on  July  14,  1845,  by  12,180,000  roubles, 
which  established  a  coin  reserve  of  nearly  fifty  per  cent,  of 
the  170,000,000  roubles  in  bills  of  credit  then  out<>tandtng. 
A  limited  redemption  was  maintaiocd  and  the  bills  did  not 
drop  fn.r  below  par  until  the  Crimean  War,  but  new  issaes  of 
credit  paper  were  madeeveu  before  the  alliance  with  Austria 
to  crush  Hungary  and  735.000.000  roubles  in  the  new  bills 
were  in  circulation  at  the  dose  of  the  Crimean  War  in  1857. 

The  third  attempt  to  extricate  the  Empire  from  the  evils 
of  a  debased  monetary  standard  was  coiuiected  with  the 
cstablishmeut  of  the  Bank  of  Russia  in  substantially  the 


'  Tbc  grt Btrst  ilrpremioo  in  the  valnc  of  the  asn^nah  wa*  ia  l5l J, 
when  tuo silver  loubles  ezcbanged  for  ji3iii  paper.— L^vy,  vn. 
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farm  ia  which  it  existed  from  t86o  to  1894.  The  stnlute^  of 
the  bank  were  established  by  a  decree  of  May  36,  t86o,  and 
the  Teser\'es  of  several  older  baolcing  establish uietUs  were 
ttitned  iuto  its  cofTers  and  it  a&suiued  their  eng;igement5. 
The  original  capital  was  15,000.000  roubles  (Sir.ooo.ooo) 
and  the  declared  object  of  the  bank  «-as  to  consolidate  the 
credit  circtUation  and  the  floating  debt  of  the  r.mpire.  The 
entire  ownership  and  management  were  in  the  go^'emment, 
but  the  capital  and  reserve  funds  \rere  declared  to  be  invio- 
bly  set  aside  fur  the  uses  of  the  bank,  and  the  private  deposi- 
tors were  guaranteed  against  coniiscatioa.  A  third  of  tli« 
profits  w-ere  to  go  to  a  lesen-e  fund,  part  of  which  was  to  be 
applied  from  time  to  time  to  the  increase  of  the  capital  stock.' 
The  capital  was  soon  increased  by  this  means  to  25,000,000 
roubles  and  the  ivscr\'e  fond  to  j,ooo,ooo  roubles,  where 
they  remained  until  the  reorganization  of  the  bank  in  1894. 
The  bank  had  a  metallic  reserve  on  Nfay  1,  if)6i,  of  S6,ooo,- 
000  roubles  against  a  circulation  of  714,627,069  roubles,  but 
the  commercial  discounts  scarcely  exceeded  i+,ooo,ooo  rou- 
bles. The  depreciation  at  this  time  was  about  ten  percent, 
and  M.  Liimanski.  the  deputy  governor  of  the  bank,  pro- 
posed a  plan  for  restoring  parity  and  protecting  the  note 
issues.  Ke  recommended  the  transformation  of  the  bank 
into  a  stock  company,  with  the  nionoi>oly  of  note  issue  for 
twenty-eight  years,  the  rcdemptioa  of  notes  in  cotu  accord- 
ing to  a  sliding  scale  gradually  approaching  par,  aud  author- 
ity to  sell  the  public  doaiiiiiis,  the  forests  and  the  state 
railways  to  protect  the  circulation.* 

The  plan  of  M.  Laniauski  was  adopted  in  a  measure,  the 
proceeds  uf  a  loan  of  15,000,000  roubles  were  carried  to  the 
coin  reserve  of  the  bank  and  it  was  decreed  that  bills  re- 
cti\'ed  in  payment  for  the  loan  should  be  destroyed  aud  that 
uew  bilb  should  be  issued  only  against  deposits  of  coia.  A 
scale  of  deprivation  was  6xcd  which  iiivolvetl  the  rcistora- 
tioii  of  parity  ou  Januar>'  i,  1864.     Redemptions  proceeded 

'  CUraent  JngUr.  Article  "  BaDque  "  in  jyictionnaire  dti  Finanat, 

1..A47. 
>  WiniankI,  57' 
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for  a  while  withoat  great  losses  of  coin  to  tlie  bank,  and 
«\*eniged  1,250.000  roubles  per  month  up  to  January  t,  1863. 
A  run  then  began  for  the  rcdcmptiou  of  the  paper,  wliicli 
re:iulted  iu  a  net  loss  of  coin  during  January  of  2,287.000 
roubles ;  February,  4,971,000  roubles ;  March,  7,723,000 
roubles;  April,  ID.213,000  roubles;  May.  10.367.000  rou- 
bles; June,  2,233,000  roubles  ;  and  in  July,  6,75 1,000  roubles. 
Various  devices  were  tried  to  stop  the  drain,  but  they  were 
tinsucccsyful  and  coin  redemption  was  suspended  by  a  akasc 
of  Noveraljer  19,  1863.  Excliange  on  Paris,  which  had 
risen  on  October  2Qth  to  396  francs,  within  four  francs  of 
par,  felt  gradually  to  330  fraucs,  about  wliicli  point  it  fluctu- 
ated for  some  time.  The  net  result  of  the  effort  to  restore 
specie  pnj-ments  w-is  a  reduction  of  the  outstanding  paper  to 
634,773.929  roubles  on  November  30,  1863.  and  a  useless 
exi>eii5c  to  the  Treasury  of  nearly  100,000,000  roubles  ($75,- 
000.000). 

The  bank  was  entrusted  in  1S63  with  the  mission  of  buy- 
ing lauds  for  the  peasants  and  was  aided  by  the  deposit 
of  the  Treasury  funds  free  of  interest.  These  funds  were 
portly  employed  in  cormaercial  discounts,  which  were  so 
freely  gtauied  that  the  legitimate  uecesaiies  of  commerce 
were  much  exceeded  and  a  mass  of  doubtful  paper  was  left 
in  the  hands  of  the  bauk  in  the  crisis  of  1873.  The  expan- 
won  of  credits,  however,  was  chiefly  confined  to  St.  Peters- 
burg and  Moscow,  and  the  provinces  suffered  the  usutil  evils 
of  a  country  endowed  with  a  single  gre-it  bank, — the  lack 
of  capital,  of  currency,  and  of  facilities  for  credit.  The  ex- 
cess of  capital  at  the  centres  caused  reckless  speculation  aud 
'  blind  ia\'eRtments  in  forc-igti  securities,  while  the  execisive 
issues  of  paper  raonej-  gradually  found  an  outlet  only  after 
the  emaacipatiou  of  the  serfs  created  a  greater  demand  for 
currency  for  wages.  One  of  the  difficulties  of  the  situation 
was  the  constantly  recurring  deficit  in  the  public  finances, 
which  called  for  uew  issues  of  paper  mouey  to  fill  the  void. 
This  difRculty  was  overcome  for  a  moment  in  1870,  when 
the  deficit  declined  to  (,205,116  roubles,  and  during  tlie  next 
five   years,  which  showed  a   considerable   surplus.    The 
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quotation  of  the  rouble  ou  the  exchange  market  was  330 
francs  in  1876,  or  seventeen  and  a  half  per  cent,  below  par, 
when  the  menace  of  war  with  Turkey  and  of  new  issues  of 
paper  money  carried  it  down  in  1877  as  low  as  234  francs,  or 
a  loss  of  more  than  41  per  cent.' 

The  new  paper  issues  which  were  feared  soon  became  a 
reality,  in  order  to  maintain  the  armies  in  the  field.  The 
circulation  had  risen  on  December  31,  1874,  to  797,313,500 
roubles  and  the  metallic  reserve  had  increased  to  231,227,000 
roubles.  The  circulation  was  reduced  during  the  next  two 
years  until  it  stood  on  July  i,  1876,  at  693,000,000  roubles. 
The  issue  of  bills  of  credit  on  account  of  the  war  was  491,- 
000,000  roubles  and  the  net  circulation  on  December  18,  1878, 
was  1,103,280,185  roubles.  A  supplementary  issue  of  96,- 
000,000  roubles  in  1879,  with  the  famine  and  arrest  of  exports, 
caused  a  crisis  in  1880  which  reduced  the  revenues  of  the 
government  and  the  railway  receipts,  in  spite  of  high  paper 
prices,  and  caused  the  rapid  fall  of  the  coin  value  of  the 
rouble.  The  change  of  ministry  which  resulted  from  the 
crisis  brought  into  power  M.  Abasa,  who  at  once  announced 
a  plan  for  reimbursing  the  debt  of  the  government  to  the 
bank.  A  ukase  of  January  i,  1881,  ordered  that  the  Treas- 
ury pay  to  the  bank  without  delay  a  sum  sufficient  to  reduce 
to  400,000,000  roubles  the  debt  to  the  bank  on  account  of 
disbursements  for  the  government ;  that  the  remainder  of 
the  debt  (400,000,000  roubles)  be  funded  by  annual  payments 
of  50,000,000  roubles  by  the  Treasury  to  the  bank ;  that 
bills  of  credit  be  destroyed  to  the  extent  of  their  accumula- 
tion in  the  hands  of  the  bank  and  with  due  regard  to  the 
needs  of  the  circulation.  The  first  part  of  this  programme 
had  hardly  been  carried  out  when  M.  Abasa  was  replaced  as 
Minister  of  Finance  by  M.  Bunge.  The  rigid  policy  of  re- 
form which  had  been  inaugurated  was  somewhat  relaxed  and 
the  bills  paid  into  the  bank  were  kept  on  hand  and  sub- 
sequently re-issued,  instead  of  destroyed.'    The  circulation 

*  Winiarski,  59-^ 

'  M.  Witte,  the  present  Mtnister  of  Finance,  has  been  subjected  to 
criticism  for  employing  92,700,000  roubles  (^1,000,000),  paid  into 
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was  rcducwl  during  Ujc  ten  years  from  1878  to  1888  from 
i,iSS,ooo,<»o  roubles  to  1,046.000.000  roubles,  but  the  value 
of  tlie  paper  rouble  did  not  advance  materially  towards  that 
of  gold. 

The  statutes  of  tbe  Bank  of  Russia  were  submitted  to  a 
complete  revision  in  1S94  and  an  effort  was  made  to  make 
the  Itank  of  greater  a'isistance  tlian  before  in  the  promotion 
of  industry'  and  commerce.  The  first  article  of  the  nevr 
statutes,  promtilgated  on  June  24,  1894.  declared  llie  purpose 
of  the  bank  to  be  "  to  facilitate,  by  means  of  credit  for  »hort 
terms,  tbe  movement  of  commerce  and  to  promote  the  sue* 
cess  of  national  indtisty  and  agricultural  production.*"  The 
new  statutes  define  with  considerable  precision  the  accom- 
modation extended  to  agriculture  and  industr)'  by  the  bank. 
Tbe  institution  is  authorized  to  open  crcditi  and  make  loans 
against  bills  secured  by  pledges  of  hypothecation  and  by 
agricultural  or  industrial  material,  by  guarantee,  and  by 
other  sureties  which  the  Minister  of  Finance  may  recognize 
as  sufficieut.  Loans  secured  on  material  are  to  be  made  only 
lo  sc(|iitre  supplementary  material  or  retie\\"  old  supplies,  but 
they  are  to  constitute  a  lien  upon  the  old  material  as  well  as 
tbe  new.  The  material  obtained  by  loaus  from  tbe  bauk  is 
required,  in  accordance  with  the  protective  pcdicy  of  the 
Empire,  to  be  of  Rus.siari  fabrication,  but  exceptions  may  be 
autlturizcd  in  cerLiin  cases  by  the  Minister  of  Finance  and. 
in  the  caw  of  agricultural  material,  with  the  coiKurreucc  of 
the  Minister  of  Agriculture.  The  maxinmm  loan  fi^r  an 
Industrial  enterprise  is  500,000  ronblet  and  for  a  retail  mer- 

ttae  bank  for  cauctlUiloa,  In  tlic  coiistnictton  of  tbe  Tniitt-Sibe* 
tiaii  Roilvoy.— De  Ctoii,  tti^-Xj.  M.  RnOaloricli,  ho<*vvcr,  ercHitA 
Hie  goremmcat  with  bannji  kaovn  how  "  cot  to  abuse  tlic  itnoc  nf 
paper  monfy."  iind  ileclam  that  "nhen  the  needs  or  eonimerce  boTe 
rehired  a  f^it«r  qnontitv  of  monetary  figns  an  iMoe  ba<  been  ntMle 
teotpoTsrily  under  the  cottditioD  oraspeclnlKUanatee."— £<-^iTrrA^ 
Finandertn  iS^j-^f,  14a 

'ffn/UtiM  if  SlatiffiqM,  AtlBXwt.  1891.  XXXVL,  185.  Tbe  dole 
liere  K^veo,  «nd  mott  otiien  in  tbis  rhsptcr.  are  acronlinK  to  the 
/aiian  ealendsr,  wboee  qrc  atiU  prevails  in  Rtnsio,  and  are  tweire 
days  t>ehii]<]  the  GrcxortAii  ilaic^ 
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chant  600  roubles.  The  maximom  term  for  loans  for  mate* 
rial  is  three  years,  but  periodical  payments  are  rcquin>d 
when  the  term  exceeds  six  moiiths.  The  bank  is  autliorizcil 
to  accept  as  security  fur  loans  to  small  farmers,  peasants,  and 
mechanics,  upon  the  pledge  of  their  products,  the  guaniotee 
of  the  provincial  ajwemblies,  institutions  of  credit  (including 
mutual  societie-s  which  agree  to  operate  under  the  rules 
framed  by  the  bank),  and  individuals  chosen  from  amoiis 
the  iuhabitauts  of  the  respective  communities  who  inspire 
oonfirlence  at  the  bank. 

This  new  policj'  of  the  hank  has  hwn  subjected  to  severe 
criticism  tipou  the  ground  lliat  the  Russian  people  arc 
unused  to  operations  of  credit  and  cannot  be  trusted  to  meet 
ia  good  faith  the  required,  payments.  The  Minister  of 
Finance  himself,  in  his  report  recommending;  the  new  sys- 
tem, refened  to  the  collapses  of  most  of  the  banks  of  coin* 
mcrce  and  of  mutual  credit  which  have  taken  place  in 
Russia  during  the  post  twenty  years  and  to  the  failure  of 
two  branchcB  of  the  Bank  uf  Russia  at  Kief  and  Kbarkof, 
which  were  iiutborized  to  advance  money  to  small  fanners  00 
tlic  guarantee  of  two  large  proprietors  and  the  certiSoile  of 
the  local  tribunal  that  the  property  actually  existed  upon 
which  the  advance  was  made.  More  than  3,000,000  roubles 
were  advanced  annually  in  loans  of  this  sort,  but  great 
abuses  occurred  and  it  was  found  that  loans  were  obtained 
upon  products  which  bad  no  existence  by  means  of  false 
certificates  given  by  the  authorities.'  The  government  has 
felt,  however,  that  some  losses  could  be  borne  in  leaching 
the  people  the  beiie6ta  of  commerce  and  of  credit  and  did 
not  hesitate,  during  the  famine  of  189a  and  the  costonu  Wftf 
with  Germany  in  1S93.  to  advance  to  the  suGering  peasants 
some  gu.otxt.ooo  roubles  which  were  recovered  only  partially 
and  by  degrees. 

The  danger  of  loans  upon  products  Is  increased,  in  the 
opinion  of  the  critics  of  the  bank,  by  the  permission  that 
tlie  products  on  which  loans  are  made  may  be  retained  in  tb« 
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liauds  of  the  producers  and  by  the  long  terms  for  which  the 
money  is  atlvanced.  Loiig-lerni  loans,  in  ihe  absence  of 
large  deposits,  can  only  be  made  by  fresh  issues  of  paper 
money  and  M.  Witte  made  declarations  in  his  report  as  to 
the  effect  of  such  issues  strangely  like  the  declarations  of 
Mirabeau  when  the  French  asstgnats  were  authorized  and  of 
Secreinry  Chnse  when  he  was  urging  upon  the  American 
Congress  the  substitution  of  legal  tender  goverumtut  paper 
for  bank-notes.'  "  The  value  of  these  bills,"  saysM.  WJttc, 
"issued  exclusively  for  a  useful  object,  will  l)e  maintained 
by  the  prixluctivene<«  of  labor,  and  the  issue  of  such  bills 
will  not  influence  the  quotations  of  the  credit  rouble,  because 
in  making  these  issues  in  a  manner  responding  to  the  object 
in  view  the  quantity  of  securities  in  circtilation  will  be  at  the 
same  time  incrKiMjd." 

The  go\'erumeut  of  Ru!^a,  howe\'er,  has  undertaken  a 
comprehensive  policy  for  the  development  of  the  resources 
and  prodiKtive  power  of  the  coimtry.  It  has  been  felt  by 
those  who  shape  this  policy  that  the  go^'emmeiit  should  take 
the  initiative  in  measures  which  in  other  coimlrics  would  be 
left  to  private  enterprise.  This  course  has  been  adopted  by 
Russian  statesuieu,  not  in  ignorauce  of  the  laws  of  finance 
and  pulitic»l  ecimoiDy,  but  under  the  conviction  that  those 
laws  would  not  come  rapidly  into  operation  to  stimidate  com- 
mercial and  credit  operations  in  an  agricultuml  country 
rithout  the  example  of  the  leadership  of  the  state.  This 
Kconvictioii  is  the  kcj-note  of  the  present  policj*  of  the  Bank 
of  Rtiwia.  The  go\-eniinent  is  willing  to  take  steps  in  niafc- 
ig  loans  to  prodnOCTs  which  would  not  be  taken  b>-  a  private 
aatKial  establishment,  because  it  is  willing  to  risk  some- 
thing of  the  national  wealOi  for  the  sake  of  increasing  it,  and 
luse  the  strong  liand  of  the  gowmmcnt  can  be  appealed 
for  the  purpose  of  punishing  defaulting  debtors.  The 
issue  of  paper  money,  through  the  jnstmmcnlality  of  a  great 
bank,  is  felt  to  be  a  nccessar>'  means  for  supplying  the  people 
with  that  ample  supply  of  monetary  signs  which  proved  so 
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to  France  after  the  great  influx  of  goW  Trom  Cd 
Australia  nmt  whtcli  has  proved  so  benenci:il 
^fvuduW  tmilcr  hcraystem  office  baQking.    The  soTcnimctit 
uot  pat  iu  jeopardy  the  solvency'  of  Uie  bank  by  its 
Kttlttmil  loans,  for  the  entire  amouut  oil  December  |6. 
19^  was  97,466,804  credit  roubles,  or  about  one-eiglitli  of 
itM  comnKTcial  di^ouiits. 

Tlic  capitnl  of  the  Bank  of  Russia  was  Sxed  by  the  oew 
statutes  at  50,000,000  roubles  ($.^8,000,000),  and  Uic  limit  of 
Uic  special  reserve  was  increased  from  3,000.000  roubles  to 
j.000.000  roubles.  *  It  was  proposed  at  first  to  raise  the  uew 
capital  by  Mrttiiig  aside  annually  ten  per  cent,  of  the  profits, 
but  this  proci:ss  was  soon  legarded  as  too  slow  and  a  decree 
of  February  6,  1895,  provided  for  taking  the  necessary 
uinnutit  from  the  surplus  in  the  Imperial  Trensurj'.'  Losses 
by  the  Itank  are  met  from  the  reserves,  and,  in  case  of  llicir 
cxbaustioa.  are  to  be  carried  to  tbc  debit  account  of  tbe 
Treasury,  The  management  of  the  bank  is  entrusted  to  tbc 
Minister  of  Finance  and  llie  annual  accounts  are  submitted 
to  the  Imperial  Council.*  Tbc  number  of  bntnclics  at  tbe 
close  of  i8y5  w-aa  107. 

The  accounts  of  the  TJaok  of  Russia  are  stated  in  a  «*mllar 
mnnucr  to  those  of  the  Bank  of  England,  iu  the  separation 
of  tbe  issue  from  tlie  banking  department.  The  bills  of 
credit  ate  gOT'emment  notes  for  all  practical  purposes  aud 
the  bank  itself,  cveu  in  its  banking  operations,  is  lilllc  mute 
than  a  bnre-JU  of  the  Treasnri,'.  A  circulation  of  769,341,- 
911  roubles  is  based  upon  government  obligations  and  corre- 
sponds lo  the   "authorized  circulaltou  "  of  the   Bank  of 

1  SutltHn  ftHstedi  SialiUifuf,  April,  1895,  3X>. 

*  M.  Wiltc,  tbc  present  Fiouicc  Uini&tcr,  has  aUo  created  a  bnard 
or  TiciwHry  ofliccnt  kuown  n*  ibe  Council  uT  the  Bant:  niid  com- 
ipooilint;,  accot^inK  to  hi«  vi«w,  "tu  tbc  siitiilnr  couikSIb  itt  tbft 
mitral  bunks  of  Wmtrm  I!uni]>c."  TbnH:  iMMfitii  tnki:  tltr  place  of 
tlic  Cetindl  of  Imperial  In^iutiom  of  Credit,  created  in  tSi;.  wbJcli 
fvuuhini  rtprcMititAtivefi  of  the  uohilitv  an^l  of  (he  l>iuuicM  coDimv- 
liily,  nnil  llic  chaiiite  jkcrillcbtcd  br  M.  tie  Cyoa  ou  the  xroutiil  llial  it 
hu  hroQ^lit  the  iMink  enlln'ly  iitulrr  oRieinl  ftoprrviBioa  with  na 
«XtinJ«l«Iicck.— -'/•   ll'iUrfl  Itf  l-'ina'i(r>  A'i»uci,  I45. 
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England.  Circulation  beyond  this  amount  is  reprewnted  by 
tiie  cfiiii  reserve  of  the  bank  and  can  l>e  increasetl  only  by 
depwuu  of  coin.  The  banking  departiueut  was  utilized  for 
several  yenrs  for  swelling  the  paper  issues  in  much  the  eauie 
manner  as  when  the  saspenstou  of  the  bank  act  is  authorized 
in  Hngland.  These  .special  issues  conMSted  for  tli«  must 
part  of  the  notes  which  the  bank  wa<i  oidered  to  call  in  and 

''destroy  by  the  ulca-se  of  t8Si,  but  which  were  kept  in  rcscn'c 
tuitU  'special  authority  was  given  for  their  re-issue  against 
new  deposits  of  securities  or  trauHfers  of  gold  to  the  casli 
resen-es.'  The  government,  by  a  ukase  of  December  9, 
i»94.  abolished  the  distinction  between  the  nnthorizcd  per- 
manent circulation  aud  the  temporar)-  circulaliou  charged 

lagainsC  the  banking  department  by  tmnsfvrring  the  tempo- 
rary issues  from  the  banking  departnieiiL  lo  the  issue  depart- 
mciit.  The  limit  of  authorized  circutalion  without  metallic 
cover  was  increased  by  this  process  from  568.515,000  roubles 
**>  7^.34'-9' » roubles,  exclusive  of  about  285,000,000  roubles 
covered  by  gold.     Both  sides  uf  the  accouuC  of  the  banking 

Ldcpartnicnt  were  diminished  by  the  amount  thus  transferred, 
>.829.455  roubles. — and  by  an  adUiliouuI  sum  of  65,433.- 

1.691  roubles  transferred  in  gold  from -the  banking  to  the  issue 
dep.nTlmeut  hh  the  gold  value  of  that  part  of  the  increased 
jiennajient  iiuueuot  represented  by  securities.' 

The  total  gold  funds  of  the  bauk  and  the  Treasur>-  oa 
January  i,  1K95.  were  645.731,000  roubles  {$500,000,000). 
TbLi  sum  was  not  all  in  actu.-il  gold  held  in  Russia,  the  sum 
of  5S.331.000  roubles  representing  foreign  credits  payable  In 

f,p)ld  on  demand  ;  but  the  Trca.sur>'  alone  had  a  gold  fund  of 
194.4.10,000  roubles  and  the  bauk  held  39. 340,000  roubles  iu 
gold  in  its  banking  department,  exclusi\'e  of  that  held 
against  outstanding  notes.'    The  funds  tlieu  set  aade  to 

'  Wvy.  aOI-303. 

•  Rmihtin  ffitstt  de  Slatisligue,  JaB.-PcK,  1895,  34-37. 

■It  is  interesting  tonuteUial3)),6s4,93;roublM(|it,sao,ocn)oribMe 

boUiofp  «ru  in  Amcrjcaa  tutlf-caglcB,  the  largcHl  aowuDt  of  r<i>rri)<u 

faddof  a  tingle  kind  except  ^117.380  roubles  ( J39,cxx\ooo)  lu 

Ittsli  Mvereigns.— ^M//(7ia  JiHstr  df  Sittlitti^Mf,  March,  1S95,  170. 
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cover  the  circulation  were  351,939,000  roubles  and  the  au- 
thorized circulation,  covered  and  uncovered,  was  1,121,282,- 
oco  roubles  ($880,000,000).  The  government  by  a  ukase  of 
March  3,  1895.  increased  the  metallic  coverture  for  the  cir- 
culation by  transferring  from  the  Treasury  to  the  bank  98,- 
061,276  roubles  in  exchange  funds  and  substituting  1,125,682 
in  gold  for  an  equal  amount  of  silver  in  the  bank  reserves. 
This  made  the  total  gold  funds  held  against  circulation  375,- 
000,000  roubles,  exclusive  of  75,000,000  held  against  a  special 
issue,  and  made  the  metallic  coverture  more  than  a  third  of 
the  outstanding  bills.  This  is  the  largest  reserve  ever  held, 
the  amount  between  1861  and  1869  having  risen  from  67,- 
713,000  to  92,884,000  roubles,  but  in  no  case  higher  than 
13.6  per  cent,  of  the  circulation,  and  having  risen  after 
1888  to  211,500,000  roubles,  or  about  20  per  cent.'  The  ac- 
counts of  the  bank  in  recent  years  are  shown  iu  the  follow- 
ing table  : 


HEAH    CID' 

MIAN  CDRRIHT 

MBAK  TOTAL 

M SAH  LOANS  AMD 

CULATIUM. 

ACCOUHTS. 

DBFOSITS. 

l,JSCOUHT$. 

(Id  hiUILodi  af  rooUea,) 

i860 

1,083.3 

101.4 

293-3 

338.5 

iSSs 

893-8 

132.3 

3859 

205,3 

1890 

902.6 

65.6 

368.3 

213,3 

I89I 

975-3 

83.3 

399-9 

189.4 

IS92 

1,070.0 

139. 1 

438.2 

i63.a 

1893 

t,o6i.g 

tI4.6 

405.0 

198.0 

1854 

1,041-5 

II8.B 

495-6 

291,7 

1895" 

1,056.9 

120.7 

545-3 

337-5 

No  official  declaration  has  been  made  of  a  purpose  to 
establish  the  gold  basis  and  specie  payments  in  Russia,  but 
many  recent  events  indicate  that  the  government  has  its 
face  set  in  that  direction.  The  credit  rouble  was  originally 
redeemable  in  silver,  but  the  free  coinage  of  silver  was  sus- 
pended July  16,  1893,  and  the  credit  rouble  has  remained  far 
above  the  value  of  the  silver  rouble  since  the  great  fall  in 

'  Bulletin  Russe  de  Statistique,  March,  1895,  137. 

*  Actual  condition  Not.  sStb  (Dec.  loth  by  Gregorian  calendar).  The 
"  Total  Deposits  "  include  the  current  accounts  and  all  other  deposits, 
public  and  private. 
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that  metal.     Customs  duties  are  collected  in  gold  and  this 

golil  lias  been  so  caiefuUy  luisbandeit  that  the  hank  nod  the 

Imperial  Treasury  non  passcss  tlie  largest  visible  stock  {ji 

the  world.     The  streugthening  of  the  metallic  security  for 

the  circiUatiou  at  the  close  of  i8<)4  was  followed  by  a  iika«e 

o(  May  8,  1895,  of  great  significance.     This  ukase  declared 

that  wrilteu  contracts  might  be  made  payable  in  Russian 

gold  roubles  aud  that  such  contracts  might  be  settled  in  gold 

or  iu  roubles  of  equivalent  gold  value  at  Ibc  rate  of  exchange 

prevailing  at  the  date  of   payment.      Public  depositaries 

were  autliorizcd  to  receive  gold  at  its  exchauge  value  in  the 

LpaymeiiC  of  excises  under  regulations  framcti  by  the  Minister 

I  of  Finance.  ^ 

The  p«r|>ose  of  this  law.  according  to  the  M^ssager  Officitt, 

is  to  arat- liorate  tlie  vices  of  the  rfgime  of  paper  money  nnd 

"to  sul»stitutc  little  by  liitle  that  of  metallic  money."     With 

this  object,  the  journal  declares,  the  last  two  reigns  liave 

pronded  for  the  collection  of  customs  duties  iu  gold,  tlic 

iuctiou  (projected  in  isgij  of  the  amouul  of  bills  of  credit, 

ind  have  taken  other  steps  "which  ought  to  prepare  Uie 

juud  for  the  re-eslablishmeut  of  a  metallic  circidation." 

The  new  law,  it  is  declared,  does  not  touch  the  question  of 

the  monetary  standard  or  the  final  basis  of  adjustment  of 

the  paper  money  to  the  standard,  but  is  simply  intended 

to  give  an  abiding  place  in  the  circulation  for  gold,  wliich 

spite  of  the  large  Russian  production,  has  quickly  taken 

rpossage  for  foreign  countrie-s.     The  existing  circulation  of 

government  paper  money  the  of&dal  jonmal  found  inelas- 

itic,  unresponsive  to  the  demands  for  currenc)'  at  the  stale 

'of  the  crap>,  and  difficult  to  bring  back  to  the  bank  when 

over-issued.     The  new  measure  is  designed  to  permit  imports 

of  gold  wheu  the  money  market  is  stringent,  by  giving  gold 

a  legal  status  in  Russian  finance,  and  to  liberate  the  goveni- 

lent  from  the  necessity  of  proceeding  to  new  issues  of  paper.' 

The  article  which  announced  this  policy  added  the  hint  of 


'  TlK^frr  EldirmrnU  nrf  nhtnvf-intnl  frain  tbe  nrticic  lepiintrd  in  tbt 
MmUfli"  Mfssf '/£ Sfjj/iifigK^fll&y,  1895,  ij3-j6. 
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another  step,  wliicli  was  soon  taken,  and  declared  that  the 
new  policy  would  attTact  foreign  capital  and  inspire  confi- 
dence in  the  Kiissinn  fiitatidal  ss^tasa.  Th«  iieu'  step  was 
taken  by  a  ukase  of  June  6,  1895,  which  authorized  the 
bank  to  receive  dci>osits  of  gold  coin  and  bullion  and  foreign 
bank-notes  and  commercial  bills  payable  id  gold  and  to  issue 
tx'rtificates  therefor,  redeemable  in  gold  on  demand.  These 
certificates  are  receivable  as  the  eijuivalent  of  gold  at  the 
Trcasnr>'  and  the  bflnk,  but  arc  not  a  legal  sub^ititntc  for 
gold  between  individuals  except  with  the  cousent  of  ibe 
creditor.  Tlicy  are  rccci\-abk'  at  branches  of  the  bank  for 
gold  obligations  due  at  otlier  branches  and  the  exchange  is 
furnished  free  except  for  the  cast  of  telegraphic  service;.' 
The^  intportant  acth  were  followed  on  July  x6,  1895,  by  the 
promulgation  of  rules  penuittiog  the  cn.'alion  of  s]x-cial  gold 
accounts  at  the  bank,  for  the  reception  of  gold  and  gold 
ceitificales,  and  the  i-uue  of  check-books  rcpre:ienting  pay- 
ments exclusively  in  gold.  The  public  arc  thus  K'ing  grad- 
ually prepared,  by  the  flow  of  a  stream  of  gold  through  the 
TreasuTA'  and  the  banks,  for  the  establishment  of  gold  pay- 
uieuis  and  the  mainteuauce  of  a  fixed  relatiou  between  the 
credit  rouble  and  the  metallic  standard. 

The  Bank  of  Russia  has  established  recently  a  6xed  rate 
of  exchange  for  credit  runblcs  and  gold  in  the  ratio  of  one 
and  n  half  to  one.  If  this  ratio  of  exchange  could  be  re- 
garded as  permanent,  and  should  Ix:  maintained  in  sp^te  of 
a  heavy  demand  for  gold,  it  would  amount  substantially  to 
the  resumption  of  gold  paymeitl<i  ujxm  the  basis  proposed  by 
llie  government  of  Austria-Hungary  in  the  legislation  of 
1897.  The  Bank  of  Russia  has  felt  strong  cnongh  to  estab- 
lish this  fixed  rate  of  exchange  iu  order  to  arre^  spectiladon 
in  credit  roubles  abroad,  which  has  always  become  acute  at 
the  time  for  the  settlement  by  foreign  purchasers  for  the  agri- 
cultural exports  uf  Ruivua.  The  bunk,  by  C5tabli&litng  this 
rate  of  exchange  for  gold  and  pa|>er,  has  voluntarily  aban- 
doned the  silver  standard,  by  which  thecrcdit  rouble  would  be 


'  SmtMin  Xiux  de  SMidifMf,  Jaly~Jius-t  18951 97. 
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worth  !n  gold  only  fifty  per  cent,  of  its  face  vahie  nnd  ahout 
twetitj-fiveperoeiU.  lerwthan  its  present  market  value  The 
attetapt  to  bring  the  credit  rouble  to  par  iu  golil.— a  metal 
in  which  it  was  never  redeemable  by  law, — would  depress 
llic  price  which  the  fciniier  receives  for  liis  product  in  credit 
roubles,  while  nrng&s  and  rents  would  remaiu  substantially 
unchanged.  The  posiliun  of  Russia  as  an  agricultural  and 
cx|)orting  country  is  felt  to  be  ndvcrac  to  this  policy,  Por 
this  reason,  while  the  Bank  of  Russia  is  as  strong  as  any 
European  bank  in  its  accumulation  of  coin  reser\'es,  the 
Russian  government  will  not  ibr  many  years  attempt  the 
complete  retirement  of  the  paper  currency. 

The  Grand  Duchy  of  1-iiUand,  which  is  independent  of 
Russia  in  its  intemal  affairs,  has  a  bank  of  issue  known  as 
the  Finland^  B»iik,  or  Bank  of  the  State.  The  capital  is 
10,000,000  I-inni^h  marks  ($2,000,000)'  and  the  bank  is  gov- 
erned b)-  managers  a]^>oinIed  by  tlie  Russian  Euiperoi,  who 
is  Grand  Duke  of  Finland,  upon  the  nominiition  of  deputies 
of  the  Stales.  The  circulation  is  not  permitted  to  exceed 
35.000.000  marks  except  upon  deposits  of  coin.  The  actual 
circulation  ou  September  30,  1S95,  was  55.547.000  marks; 
gold  reserve,  31,860,000  marks ;  foreign  credits,  31. 008.000 
marks  ;  loans  nnd  inland  bills,  26,687,000  marks  ;  deposits, 
t7> 369,000  marks.' 

'  Tlie  present  Flnnbb  coinage  syttem  is  bued  upon  Uut  of  Uie 

Latiu  t'oioD,  the  taorkka  bcin);  the  cquivitlcDt  of  the  fciuic  (Itxi^j), 

*ComptroUei's  Report,  1895,  Lelur  o(  Uinistet  BreckiDiid^,  911-99. 
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TBR  BAITKS  OP  NORTBSRK  ETTROPn. 

Cereloptncnt  of  Banks  of  Israc  in  Belgium — tht  Strata  Put  upon 
the    National    Bank  bj-  the   Franco- PruKiian    Wu — DiffictilLi<ai 
Csttsedby  Ibe  Donbtc  Standard^The  Bank  of  Atn&terdain  snd 
iiHodem  fiftnkltiglti  KoUand — Orj^aDizatioii    of  the   Bulks    of 
icQ,  Nonray,  and  Dcamark. 

THE  history  of  banting  in  Belgium  is  a  Iiistorj*  of  greater 
freedom  from  state  interference  and  entanglement  with 
the  finances  uf  the  government  than  that  of  moc^l  other 
Europeau  countries.     Belgium  began  her  present  national 
life  in   1830  with  the  as.suinption  of  but  n  small  debt  as  a 
legacy  from  her  relations  with  Holland  and  with  the  field 
comparatively  clear  for  the  adoption  of  a  sound  system  of 
currency  and  banking.    The  neutrality  of  Belgium  is  prac- 
tically guaranteed  by  the  great  powers  of  Europe  and  her 
militar>-  expenditure  scarcely  exceeds  one  dollar  per  capita. 
The  National  Bank  of  Belgium  has  been  employed  by  the 
government,  therefore,  simply  as  its  financial  agent  ia  its 
ordinary  transactions  and  has  not  been  diverted  from  its 
duties  to  industry  and  commerce  by  the  necessity  of  floating 
large  loans  or  covering  deficits  in  the  public  finances.    The 
I  government  under  these  conditions  has  Wen  able  to  keep  ia 
'  iti  own  hands  the  ultimate  pon'er  over  the  bank,  without 
l)eing  odeo  tempted  to  abuse  it,  and  reserved  iu  the  first 
charter  the  right  to  grant  to  other  corporations  the  power  to 
i^ue  notes.    The  KuUonal  Bank  baa  a  monopoly  of  note 
:  issue  In  foct,  but  is  restrained  in  some  measure  front  abuse 
i  of  its  power  by  the  knowledge  that  a  competitor  may  at  any 
loment  be  loyally  authorized  to  enter  the  field. 


THE  BANKS  OF  NORTHERN  EUROPE. 


251 


Monopoly  of  note  issue  has  existed  in  Bclginm  only  since 
1850.  The  oldest  iusUtution  ismiing  bank-uotcs  was  the 
General  Sodet)*  for  the  Promotion  of  National  Industry  C-S*- 
tUti  GhUrale  pour favoriser  t  Industrie  Netionale).  This  so- 
ciety was  founded  in  1822  principally  as  a  bank  of  circulation 
and  dlacountA,  but  it  became  little  by  little  a  great  institution 
of  finance  interested  in  promoting  in  vest  men  ti,'  The  soci- 
ety was  a  depoKitor>-  of  public  ftinds  and  of  large  private 
savings,  loaned  money  on  mortgages,  on  public  securities. 
and  ou  merchandise  and  was  interested  as  promoter  and  fi- 
nancial agent  in  nearly  all  the  large  enterprises  of  the  coun- 
try. It  had  no  strong  rival  until  after  the  separation  of 
Belgium  and  Holland  and  it  invited  rivalry  then  by  its  own 
sliortsigbtedness.  The  society  and  its  management  were 
largely  mider  Dutch  influence  and  when  the  new  govern- 
ment of  Belgium  sought  the  assistance  of  the  bank  as  a 
public  depositary  the  managers  refused  to  make  any  arrange- 
ments which  would  subject  them  to  the  public  accounting 
officen.  They  regarded  the  services  of  the  bank  as  indis- 
pensable and  forced  the  government  to  countenance  the 
creation  of  a  new  banking  institution  more  friendly  in  its 
character. 

The  Bank  of  Belgium  was  founded  February  24,  1355,  and 
the  management  of  the  public  funds  was  taken  away  from 
the  old  institution  and  given  to  the  new.  The  methods  of 
the  new  bank  had  the  same  defects  as  those  of  tlie  old,  how- 
ever, in  attempting  to  make  long  time  loans  on  commercial 
paper,  while  issuing  ctrculiting  notes  payable  on  demand, 
llie  result  was  a  crisis  in  iSjg.  when  confidence  was  im- 
paired by  the  fear  of  war  over  the  pro\'ioces  of  Limbourg 
and  Luxembourg.  There  was  a  violent  contraction  of  credit 
at  Bnissels,  and  the  Bank  of  Bclginm  found  itself  without 
cash  to  meet  its  obligations.  The  older  institution,  which 
was  somewhat  stronger,  and  was  not  regarded  as  so  largely 
a  creature  of  the  cxt^^ting  govenuncnt,  took  advantage  of 
the  opportunity  to  crush  its  rival  and  on  December  4,  1838. 


*  Courcelk-Scneuil,  ^9, 
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presented  i  ,000.000  fraocs  ($300,000)  to  the  Bonk  of  Bdgium 
for  redemplion.  They  followed  this  up  oil  Deccnibcr  loih. 
by  the  prcRentfltion  of  1,200,000  (rancs  and  on  December 
15th,  by  Ihi:  preseutalion  of  500,000  francs  more.  The  bank 
was  forced  to  suspend  and  to  appeal  to  the  government  foi 
assistance.  A  loau  of  4,000,000  francs  ($800,000)  was  voted, 
of  which  2,600,000  francs  wrere  applied  to  the  payment  of 
bills  aud  comtuercial  obligations  of  the  bank,  and  1,400,000 
fr'aucs  to  meeting  the  demands  of  depositors  in  the  saviuga 
branches  which  bad  been  established." 

The  manntd-  in  which  the  existing  institutions  mixed  up 
tbc  business  of  banks  of  issue  and  deposit  with  that  of  op> 
crations  for  long  terms  created  a  strong  feeling  in  tavor  of 
a  bank  dcvTitcd  exclusively  to  commLTcial  lianking.  The 
Bank  of  Belgium  was  again  embarrassed  in  1843  aud  was 
compelled  to  surrender  the  privilege  of  kcir]>ing  the  public 
monies.  An  arrangement  was  entered  into  lK.-t\vecn  the 
Treastiry  aud  the  ScnVi/  Ghti-raU,  but  that  instilulioo  felt 
tlie  eEfect  of  tlie  crisis  of  1842  and  was  compelled  to  abandon 
all  the  branches  which  it  bad  established  i-xccpt  that  at  Ant- 
wcip.  The  government,  therefore,  in  view  of  the  necessity 
for  an  institution  of  a  different  character,  in  granting  a  re- 
newal of  the  charter  of  the  SociiU  G^n^rale  fiir  twenty-five 
years,  in  1S45,  n:scr\'ed  the  right  to  revise  and  restrict  Its 
powers  before  the  end  of  tlic  year  1849.  The  crisis  follow- 
ing tbe  pobtical  excitement  of  lii4S  compelled  both  existing 
l>3nks  tu  suspend  specie  payments  aud  afforded  the  govern- 
ment tlte  best  of  excuses  for  curtailing  their  privileges.  The 
banks  nerc  aided  fur  the  moment  by  an  act  of  March  20, 
J848,  giving  forced  legal  tender  character  to  their  bills  but 
oonfioiug  tbc  issues  within  fixed  limits.  The  year  1841)  had 
hardly  begun,  however,  when  the  President  of  the  Council 
of  Ministers,  M.  Frire-Orbon,  brought  forward  a  plan  for 
the  National  Bank  of  Belgium  {fian^Mt  NatMnaJf  de  Bet- 
giqtu^.  The  charter  of  the  bank  was  grantetl  by  the  low  of 
May  5,  1850,  fixing  the  capital  at  25,000,000  francs  ^5,000^- 


'  Nod,  I.,  549. 
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000),  diWded  into  shares  of  1,000  fmocs  each,  and  giring 
tbe  bank  its  franchise  for  twenty*five  years.  The  bank  was 
forbidden  to  borrow  or  make  loans  upon  mortgages,  or  upon 
deposits  of  industrial  stock,  and  ^vas  forbidden  to  take  part 
dirccUy  or  imlirecOy  iu  industrial  enterprises.  The  admin- 
istration of  the  hank  was  intnistetl  to  a  gowmor  appointed 
by  the  King  for  five  years  and  six  directorr.  chosen  by  the 
shareholders,  and  a  gov-emnient  conimUsioner  was  charged 
with  the  supervision  of  discounts  and  the  i^uing  of  bilU, 

Tbe  National  Hank  found  itself  face  to  face  with  strong 
competitors  in  Uie  two  older  banking  institutions,  but  grad- 
ually gained  in  strength  and  credit  up  to  1S70,  when  it  was 
subjected  to  one  of  the  severest  tests  ever  put  upon  a  bnnking 
institution.  It  was  not  distrust  of  the  hank,  but  the  politi- 
cal events  accompanying  the  Franco-Prussian  War  which 
canscd  the  stress.  The  demand  for  hanking  accommodation 
wag  greatly  increased  by  the  necessity  of  ftimj-shing  suppliei 
for  tbe  hostile  armies  and  many  buaness  transactions  were 
transferred  to  Belgium  which  would  ordinarily  have  been 
carried  on  in  France  or  Germany,  This  was  an  evidence  of 
confidence  in  the  bank  which  woidd  not  have  been  without 
its  benefits  if  tbe  institution  had  been  prepared  (or  so  sudden 
an  enlargement  of  its  transactions,  but  this  indication  of  con- 
fidence from  without  was  ufTs<^  by  a  degree  of  distrust  at. 
home  which  led  to  the  presentation  of  large  quantities  of 
bank  bills  for  redemption  in  coin.  The  govcnmient  added 
to  the  dangers  of  the  situation  by  a  policy  which  tended  to 
embarrass  tbe  bank  and  to  iiKrease  the  uneasiness  of  the 
public. 

The  administration  feared  that  a  declaration  of  war  be- 
Itreeti  France  and  Germany  would  lead  to  the  violation  of 
the  neutrality  of  Belgium,  and  directed  the  National  Bank 
to  late  measures  to  transfer  the  metallic  rc«:r%-e.  rei>reseut- 
iiig  the  balance  due  the  Treasury,  to  the  port  of  Antwerp. 
The  b.iiik  was  Informed  on  July  i^tb  that  this  transfer  must 
beelTccted  wilhont  delay.  An  attempt  was  made  to  carT>* 
out  the  movement  .lecretly,  but  the  news  Itecame  public  that 
the  metallic  reserve  had  been  removed  from  Brus-sels  and 
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caused  great  popular  alarm,  T)ic  govcramcnt.  instead  of 
sustaining  tbe  bank,  issued  In-o  iaOT«  Ktupid  oideni, — duc  to 
the  agents  of  the  Finance  Department  in  the  provinces,  not 
to  permit  their  casli  to  be  exchauged  for  bank  bills,  and  tlie 
other  to  the  chiefs  of  the  military  forces,  to  exchange  bank 
bills  in  their  military  cbesls  for  coin.'  Notwitlistaiuling 
this  apparently  deliberate  effort  to  discredit  the  bank,  the 
government  refused  to  permit  the  suspension  of  specie  pay* 
ments  and  held  the  iustitution  strictly  to  the  perfunnance  of 
the  obligations  of  its  charter.  The  orders  regarding  tbe 
public  funds  and  the  militaty  chests  were  so  palpably  un- 
wise that  they  were  qtiickly  revoked,  and  an  twder  was 
given  to  pay  e\'erythiiig  in  bank  bilU  which  could  be  so 
paid,  and  to  exchange  large  bills  at  the  agencies  of  the 
banks  for  small  ones,  in  order  to  facilitate  payments  in 
bliU. 

The  discounts  of  tbe  bank  increased  from  177,500.000 
francs  on  July  jo.  1S70,  to  203.923.100  francs  on  July  20lb, 
•ud  to  333.331,744  francs  ou  July  31st.  While  assistance 
was  thus  rendered  to  eommcrdal  credit,  the  presentation  of 
notes  for  redemption  rose  from  a  daily  average  of  600.000 
francs  ($120,000)  during  1869  to  a  daily  average  of  o\-er 
1,000,000  £raoC3  ($200,000)  during  the  eighty-two  days  from 
July  1st  to  September  ao,  1870.  The  amount  presented  on 
July  2oth  was  6,2]$2.oao  francs  ($1,250,000)  and  on  the  next 
day  7,ojs.ooo  francs  ($1,400,000),  and  the  daily  average  from 
July  i5lh  to  July  30th  was  2,0^,000  francs  ($415,000). 
The  bank  was  able  to  meet  these  demands  by  appeals  for 
loans  of  coin  from  Loudon,  Amsterdam,  Hamburg,  and 
Paris,  and  by  realizing  the  bills  drawn  on  foreign  countries 
which  it  had  in  its  possessiou.'    These  bills,  which  amounted 


'  Noel,  I..  j86. 

*  TUc  Urge  bolding  of  foreigD  bills,  cbkHy  iJrawn  do  Ix)n<JOR.  in 
ttae  CBa\x  RMnws  of  Gtif«p«an  bonka  b,  "to  ■  v«ry  lnH!^  Mtenl, 
solclj  for  tbe  sake  of  tbe  iotcrcst  wbich  is  to  t>c  nude  on  them. 
Bill*  on  En([liuid,  owing  to  tbe  bigb  rate  oflotervst  wliicb  ibey  oflen 
bear,  W  compnrrtl  with  conuncntnl  raira,  nn  11  favorite  inve«tiartlt 
■tiKAd.    In  F«ris,   Berlin,   Pnukfort,   I^Uiubnrg,  and  oilier  coatl- 
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ai  the  outbreak  of  tlic  criws  to  64.144,561  francs,  were  re- 
duced on  July  31st  to  7.227,333  francs.  The  proceeds  were 
employed  in  the  purchase  of  buliion,  principally  in  silver, 
which  the  mint  rapidly  coined  into  crowns.  The  bank  was 
thus  enabled  to  meet  c\'ery  demand  and  to  reduce  the  rate 
of  discount  as  soon  as  the  crisis  was  over.  The  rate  of 
July  I5ih  was  two  and  a  half  per  cent.,  but  this  was  in- 
creased to  Gve  per  cent,  between  July  T5th  and  August  5th, 
and  to  six  percent,  from  August  5th  to  Au^st  zytb,  and 
e\'eu  to  seven  per  cent,  for  bills  drawn  in  foreign  countries 
on  Belgium.  The  aytb  of  August  saw  the  worst  of  the 
crisis  over,  and  the  domestic  r.ate  fell  to  live  and  a  lialf  per 
cent. ;  on  September  aoth  to  four  and  a  half  per  ceut. :  and 
on  October  8tli  to  three  and  a  half  per  cent. 

Belgium  was  led  to  propose  the  formation  of  the  Latin 
17nian  in  1S65  because  of  the  difficulty  of  maintaining  the 
double  standard  under  the  oscillations  in  the  price  of  gold 
and  sih*cr.  The  French  s>'stcm  of  decimal  coinage  was 
adopted  by  the  law  of  June  5,  1832.  but  silver  was  made  the 
staodard  and  no  proi-ision  was  made  for  gold  coinage.  The 
creation  of  a  gold  circulation  in  France  after  the  great  gold 
discoveries  led  to  a  popular  demand  for  the  admission  of 
French  gold  coins  into  Belgium.  This  was  decreed  by  the 
law  of  June  4,  t86i,  and  the  result  was  to  drive  the  silver 
five-franc  pieces  out  of  sight  and  change  the  standard  of 
octnal  circulation  from  silver  to  gold.  The  National  Bank 
had  a  reserve  at  that  time  of  48,645,000  francs  in  silver  fi\-e- 
franc  pieces,  which  was  paid  out  to  meet  current  demands, 
but  this  fund  declined  by  No\%mber  8,  1863,  to  14,639,000 
francs,  and  the  bank  suspended  tlieir  further  issue.'  The 
smaller  pieces  continued  to  disappear,  but  the  movement 
"n-os  retarded  for  a  time  by  the  suspension  of  specie  pay- 

nental  cities,  the  bilbi  on  England  held  by  the  bonkers  and  joint 
sioek  companies  often  amoant  to  many  mJllioiia  ctca-Ung ;  nod  a  very 
large  sam  rcMintt  tu  their  tunds  fot  sctusI  svonths,— in  fact,  rrom 
tb(  time  wbeti  tbc  bills  are  drawn  to  the  time  wben  tbej  bit  due."— 
Goschen,  Foreign  Extkanges,  13S. 
'  Sbaw,  191. 
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ments  in  tbe  Uuited  States.  The  drain  set  in  a^in  in  1865, 
the  sraall  silwr  pieces  became  so  scarce  that  they  could  not 
be  supplied  by  tbe  bnnk  iu  sufficient  sura^  to  ja^KX  ibe 
dcniajKls  of  mauuraciurcrs,  and  ibe  gavernment  was  coiii- 
petlcd  to  resort  to  tbe  coinage  of  niclccl  pieces.  The  Bel- 
giaa  delcffotes  urged  Uie  adoption  of  the  gold  standard  ot 
the  conference  wliictt  resuiled  in  the  fortuatiun  of  tbe  Latin 
Uuiou.  bat  conscuted  to  tbe  couvention  finally  adopted  by 
the  other  powers. 

The  fall  in  the  value  of  silver  arier  1867  drag;ged  Belgium 
into  new  difficitltics,  against  which  the  convention  of  tbe 
Latin  Union  afforded  her  no  protection.  The  government 
was  authorized  by  the  law  of  December  18.  1873,  to  suspend 
the  minting  of  silver  five-franc  pieces,  which  had  been  going 
on  at  the  rate  of  300,000  francs  a  day,  Tlie  coinage  of  sil- 
ver had  already  exceeded  domestic  needs,  and  great  quanti- 
ties drifted  across  the  French  frontier  and  found  their  way 
into  tbe  Bauk  of  France.  This  circumstance  was  made 
the  occaEJon  of  a  demand  at  the  conference  of  1885  that  the 
countries  of  the  Union  take  Ixick  their  national  coins  and 
pay  fur  tlicm  in  gold.  The  Belgian  delegate,  M.  rirmcz. 
at  first  refused  to  consider  any  such  proposition,  dedareil 
that  Belgium  was  being  made  the  victim  of  tbe  misfortune:) 
of  the  Ijnioti,  and  absented  himself  from  the  sittings  of  tbe 
conference.  He  declared  that  tbe  treaty  of  1865  made  no 
reference  to  any  such  process  of  liquidation  ;  that  tbe  ac- 
ceptance of  Belgian  coins  by  French  citizens  had  not  been 
a  part  of  the  treaty,  but  a  result  of  votunlarj'  action  ;  and 
tliat  the  dissolution  of  the  treaty  would  simply  relieve 
public  depositaries  from  further  acceptance  of  foreign  coins, 
without  imposing  any  obligations  upon  their  issuers  to  re- 
deem them.'  The  fear  that  the  collapse  of  the  Latin  Union 
wtmid  imperil  the  gold  standard  in  Belgium  finally  prc- 
railttl,  however,  m-er  other  arguments,  and  Belgium  con- 
sented to  a  basis  of  liquidation  by  which  e;icli  comitry  was 
to  pay  in  gold  for  one-half  of  its  fi^x^franc  pieces  rcttirued 
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it  and  was  allowed  to  leave  the  oiber  half  to  be  rcturDed 
by  the  i>Iay  of  foreign  exchange' 

The  poKJtioD  of  Belf^ium  and  of  the  National  Bank  will 
be  peculiarly  etubarrassiug  if  the  dissolution  of  the  Latin 
Union  destroys  the  Icgul  status  of  the  wlver  coins  of  one 
country  lu  the  others.  Belgian  coins  would  under  such 
ciicnmstanccs  flow  rapidly  back  into  Belgium  and  would  be 
likely  to  glut  the  reserves  of  the  bank  and  make  difficult 
the  ninititenatice  of  the  gold  standard.  The  metallic  resen-e 
of  the  bank  averages  about  loo.ooo.ooo  francs,  of  which 
only  a  fourth  is  now  in  silvjer,  but  the  volume  of  Belgian 
fivc-frauc  pieces  outstanding  is  estimated  at  400,000,000 
fmnes,  of  which  olKHit  700,000,000  are  in  the  Bank  of 
Prance,  besides  those  in  active  circulation  in  France.*  A 
glut  of  silver  in  Belgium  would  have  the  tendency  to  draw- 
gold  from  tlic  National  Bank,  while  there  ^miiM  be  the 
strongest  dispasition  in  the  bank  to  retain  gold  and  force 
silver  into  circulation.  It  would  put  a  severe  test  upon  the 
credit  of  the  bank  and  its  460,000,000  francs  of  paper  circu* 
lation  to  attempt  to  enforce  the  policy  of  the  Hank  of  France, 
to  redeem  in  silver  at  discretiou,  and  the  pressore  for  gold 
for  export  would  be  strong  because  of  the  redundaitcy  of 
the  monetary  circtdation  which  the  glut  of  silver  woidd 
cause.  The  heroic  policy  of  buying  gold  and  selling  silver 
for  what  it  will  bring  in  the  bullion  market  is  favored  by 
some  Belgian  statesmen  and  may  proi'e  the  only  effective 
meanti  of  maintaining  the  gold  standard. 

The  present  charter  of  the  National  Bank  of  Belgium  was 
granted  itt  1873,  when  the  life  of  the  baak  was  extended  to 


'  M.  naapt  coBsidera  Prance  ratlier  llioa  Belgium  Ibe  victim  hi 
this  tiaoBiction  and  regrets  lliat  lier  delegates,  after  Mcimtig  Ibe 
conKnt  of  the  (klcgntcs  of  Italy,  Swit/cilaod,  and  Grrcce  to  tiquida- 
lion  in  full  iu  gold,  jrielded  to  Ibeir  ilemjuid  Ibiit  thvy  Iiavc  Ibe  name 
privilege  OH  nftfrinm  of  liijoidnttng  in  g«l(i  tothc  extrat  of  only  onp- 
half  tbcir  silrer  txiiiu  aixutuuIotinK  in  I'rcncb  bands.— 7^  Monetary 
Qutition  in  /Sgi.  9a 
•  Hsupt,  93. 
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January  i,  1903,  and  the  capital  was  increased  to  50,000,000 
francs  (^10.000,000).  Several  changes  were  made  in  the 
pm'iotts  latva  regarding  taxation,  the  handling  of  the  public 
funds,  and  the  share  of  tbc  govcmuient  in  the  profits  of  the 
bank.  Crenter  precision  was  introduced  into  the  provi- 
sions regarding  the  proportion  of  specie  held,  which  is  now 
required  to  be  one-third  of  the  notes  in  circulattou  and  of 
other  demand  liabtliticv  This  rcscr\*e  muy  be  trcticheU 
upon  in  emergencies  with  the  con.sent  of  Uie  Minislcr  of 
Finance.  The  notes  of  the  bank  were  made  a  legal  tender 
by  the  law  of  June  20.  1873.  but  only  so  long  as  they  are 
redeemed  in  coin  on  deinuiid  and  are  receivable  in  public 
depositaries.  Their  acceptance  by  public  depositaries  is 
defined  by  law,  but  may  be  suspended  by  the  Minister  of 
Pinance,'  A  portion  of  the  public  funds  in  the  custody  of 
the  hank  is  allowed  to  be  loaned,  but  the  profits  earned  go 
to  the  credit  of  the  Treasury.  The  government  levies  a 
patent  tnx  on  the  gross  \'oIume  of  business  of  the  banlc,  a 
stamp  lax  on  the  notes,  and  a  tax  of  oue-fourlh  of  one  per 
cent,  on  the  circulation  abi>vc  275.000.000  francs;  and  also 
receives  the  product  of  discouoLs  at  rates  above  five  per 
cent,  to  the  amount  of  the  excess,  and  oue-fourth  of  the 
net  profits  of  the  bank  in  excess  of  six  per  cent.'  The 
leading  items  of  the  accounts  of  the  bank  since  its  founda- 
tion are  shown,  in  francs,  in  the  following  tabic : 


WK-IM. 

ciNon^nmr. 

DMcnnm. 

IMMSIIL 

i8si 

50.Mfi-3  ro 

xq.3fM.8^ 

44.OM.4S3 

SS.q8o.8xi 
81,825.144 

lUo 

ll7,9w.<»6o 

63.033.  S3S 

155.958.745 

1874 

•w.jaft.sao 

9S.(ii-l.&33 

98.787.a06 

"56,333.8:8 
3*3.99«.8»6 

81.319.?" 
73,143.496 

itSo 

33«>.9^.5'o 

■890 

4a).7H.6QO 

I03..4>3.>4o 

313,670,661 

67,7a3.9«* 

IS99 

427.59*.  SSo 

I  U.6i4.Ji7 

309. 39'.  70s 

69.340.)!  B 
78.is8.169 

iSm 

460.667,000 

"*>.756.S<S 

j4ft.!90.J»7 

I&9S 

46 1, 850,000 

ioi.-s»iMoa 

397.850.000 

74.3O0.oo0 

'No«].Lf96. 
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ThecxLsting  Bank  of  the  Netherlands  is  the  successor  of  the 
Bank  of  Amsterdam,  one  of  the  most  famous  of  the  bank:!  of 
the  Middle  Ages.  The  Bank  of  Amsterdam  was  uot  a  bauk  of 
issue  ill  the  modem  sense,  but  proposed  originally  to  deliver 
receipts  for  dcixisits  of  coin.  The  bank  was  founded  by  aa 
ordiuaiice  of  the  City  of  Amsterdam  of  January  31.  1609. 
and  was  called  tlie  Exchange  Bank  i^A*nsterd«ms(ht  Wiatl- 
bank).  Much  confusion  and  mnny  di.sputes  had  arisen  in 
the  city  because  of  the  variety  of  coins  in  circulation  and 
their  departure  from  the  proper  standard.  Money  of  full 
weight  rose  to  a  premium  with  the  exchange  brokers  and 
the  &ct  was  considered  as  the  result  rather  than  the  ciuse 
of  their  operations.  The  city  undertook  by  a  statute  of  July 
15,  1608,  to  prohibit  the  holding  of  di-[K)sits  or  the  tntiiiifcr 
of  money  by  any  one  except  the  owners  or  their  personal 
agents.  The  use  of  bills  of  exchange  was  forbidden  and 
traders  were  directed  to  make  no  discTiuiiiiatiou  between 
light  and  heavy  coins  nor  to  giA'C  or  take  money  at  a  higher 
rate  than  that  6xed  by  the  States-General. 

These  provisions  were  only  intended  to  clear  the  ground 
for  the  establishment  of  the  new  bank  under  government 
control.  All  bills  of  exchange  were  requirtd  to  be  paid 
tluijugh  the  bank,  and  the  institution  was  required  to  sell 
toy  kind  of  specie  demanded  of  it  at  as  low  a  premium  as 
passible.  The  transferable  deposits  or  credits  came  to  be 
known  fls"  bank  mouej'  "  and  bore  tliisdesigiiation  through- 
out the  history-  of  tlic  b,ink.  The  creation  of  a  means  of 
exchange  of  fixed  and  uniform  value  did  much  to  promote 
the  great  commerce  of  which  Amsterdam  was  becoming  the 
centre.  The  bank  accepted  deposits  only  at  their  bullion 
value  and  granted  credit  for  the  amount  in  lawful  money, 
subject  to  a  proper  charge  for  haudling.  Depo-tits  were 
necessarily  subject  to  charges,  because  the  bank  was  sup- 
posed to  keep  in  its  vaults  every  guilder  received  and  to  do 
uo  loan  and  discount  business.  Payments  in  Amsterdam 
came  to  be  made  uuiversaUy  in  bank  money,  by  the  pre- 
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svDtatiou  of  a  tntasrer  order  at  the  bank  by  the  payer  or  bis 
aulliorized  agent,  which  entitled  the  payee  to  the  credit  on 
tlie  next  day.  The  bank  became  so  general  a  medinin  of 
payments  in  Amsterdam  that  the  mast  extravagant  csliniatcs 
were  rnnnc<L  of  the  gold  and  !tilvcr  stored  in  its  vaults. 
Some  put  the  amount  as  high  os  900.000,000  gulden  ($360,- 
000,000)  but  the  more  modest  and  accurate  estimate  of 
Adam  Smith  was  33,000.000  gulden  ($13,500,000).' 

Direct  redemption  of  bank  credits  in  coin  gradually  fell 
into  disuse,  partly  because  banic  uoue>-  was  so  much  pref- 
erable lo  coin  for  nearly  all  practical  purposes  and  partly  be- 
cause of  the  acceptance  of  foreign  coins  on  special  deposits. 
The  system  of  advances  upon  such  depoats  ^vas  formally 
put  in  operation  in  January,  1&83,  and  the  bank  i&sued  a  re- 
ceipt to  the  depositor  for  the  bullion  value  of  the  deposit, 
Certifying  his  right  to  withdraw  it  upon  returning  the  bank 
inone>-  with  which  he  had  been  credited  and  paying  one- 
eighth  of  one  per  cent,  interest.  Tlic  right  of  withdrawal 
was  forfeited  if  the  charges  were  not  paid  and  the  deposit 
renewed  within  six  months.  It  was  necessary,  therefore,  in 
order  to  withdraw  coin  thus  deposited,  to  have  both  the  re- 
ceipt and  the  equivalent  amount  of  bank  money.  The  bank 
money  outstanding  was  in  exce&s  of  the  legal  coin  in  the 
custody  of  the  bank,  but  not  in  excess  of  the  domestic  and 
foreign  coin  and  bullion.  The  lapshig  of  receipts  protected 
the  bank,  therefore,  from  demands  for  coin  redemption  which 
it  could  not  meet,  while  another  method  was  adopted  to  pre- 
vent the  excess  of  the  bank  money  in  circulation  and  to  pn^ 
vide  hulliou  fur  those  who  desired  it  for  cxjxjrt. 

TUc  method  adopted  by  the  bank  for  controltog  tlte  vol- 
ume of  circulation  and  maintaining  its  credit  was  the  sale  of 
bank  money  for  specie  or  .tpecie  for  bank  money  in  such 
amounts  as  the  pnblic  might  require.  Regular  ageiils  of  the 
bank  were  cliarged  with  these  transactions  and  kept  the  pre- 
mium on  bank  money  within  narrow  limits  and  its  value 
substantially  unchanged.      It  was  supposed  tuitil  the  last 
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liaJf  of  the  dghtecnth  century  that  the  bank  hnd  sacredly 
fulfilled  its  obligations  to  keep  Ju  the  vaults  the  exact  amoiitit 
of  coin  fttid  bullion  represented  by  the  bank  moitey  outstand- 
ing. The  afliiirs  of  the  bniik  were  kept  .secret  bj-  the  smalt 
coiiiinittee  of  the  city  govenimetit  which  was  charged  wiili 
its  administration,  and  it  was  not  generally  known  that  as 
early  as  1637  individuals  had  been  permitted  to  ovetdrii\r 
their  accounts  aud  that  in  later  yeani  enormous  loans  of 
specie  had  been  made  to  the  Dutch  Kas:  India  Company. 
The  truth  became  public  property  in  the  winter  of  1789  and 
179a  The  premium  on  bank  money,  which  was  usually 
kept  above  four  (wr  cent.,  then  fell  below  two  per  cent, 
and  in  August,  1790,  disappeared.  The  bank  failed  to  pro- 
tect its  credit  by  purcliusiug  bank  money  on  aa  adequate 
scale  and  it  was  represented  that  large  purchases  would  be 
followed  by  a  heavy  exjK>rt  of  bullion  to  the  injur>'  of  com- 
merce. The  poeistbility  of  deception  came  to  an  end  when 
on  Novemher,  13.  1790.  a  notice  was  issued  that  silver  would 
be  sold  to  the  holders  of  bank  money  at  a  rate  c<)uivalcnt  to 
ninety  per  cent,  of  their  claims.  It  was  subiitantially  an  ad- 
niisMon  of  iiisolveucj'  and  the  debt  was  assumed  in  1791  by 
the  government  of  the  City  of  Amsterdam.  The  effort  was 
made  to  put  the  bank  again  on  its  f»xl,  but  the  time  for  aucU 
banks  had  passed,  the  position  of  Amsterdam  as  a  commercial 
centre  had  changed,  the  bank  was  closed  b>'  a  royal  decree 
of  Ceccmbcr  19,  1819,  and  the  small  amount  of  bank  motley 
outstanding  was  soon  after  paid  ufT.' 

The  Bank  of  the  Netherlands  {de  Nidtriandithe  Bank)  was 
authorized  by  the  gnv-ernment  in  1814.  after  it  became  evi- 
<lent  that  the  Bank  of  Amstenlaui  could  not  be  revived. 
The  pri\'ilcgc  of  the  hank  was  twice  renewed  for  twenty-five 
years,  cnrr^ing  its  charter  to  March  31.  18*9.  The  last  re- 
newal ^vas  nominally  only  for  fifteen  years,  until  March  31, 


'  K  tnmnuiT  of  the  remit  of  the  rcscorcbca  of  tbe  latest  scbolar- 
flhip  rcgsrditig  the  Bank  of  Atusterdam.  based  in  pari  npoti  the  bia- 
tory  or  tbc  bouk  bjr  W.  C.  M«««.  foftnorly  prMtdent  of  the  Bank  of 
the  N«tbetI«D(K  ia  pmcatctl  b.v  Prof.  Duultti  in  bis  valuable  work, 
ou  The  Thfory  and  fiUiory  0/  Jtanling,  hi-yo^ 
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1904,  but  a  runber  renewal  for  ten  years  will  be  tacitly  «s> 
suuied  uiilc^  the  abrogation  of  the  privilege  is  decreed  by 
the  State.'  The  law  of  December  22,  1863,  left  open  the 
possibility  of  establishing  other  banks  of  issue  by  special 
law,  but  the  Baatc  of  the  Netherlands  has  been  in  fact  the 
only  bank  of  issue  in  Holland  since  its  establi-shincnt.  The 
capital  of  the  bank  was  originally  5,000,000  florins  [$2,000,- 
Doo)  and  lias  been  increased  froni  time  to  time  to  10,000,000, 
J5,ooo.ooo,  and  16,000.000  florins  ($6,400,000).  The  bank 
is  not  a  public  institution,  but  the  State  subscribed  in  1S63 
for  one  thousand  shares  at  115,  which  were  sold  on  June 
1,  1864,  at  190.  The  government  exercises  a  supervision 
over  the  affairs  of  the  banic  through  a  special  commis- 
sioner paid  by  the  bank,  and  tlie  president  and  secretory  are 
named  by  the  King.  The  Treasury  does  not  share  directly 
ill  the  profits  of  the  bank,  but  collects  an  impost  in  the  na- 
ture of  a  patent  tax  proportional  to  the  dividend  distributed. 
Five  per  cent,  dividends  are  pro\'ided  for  the  sbareholdent, 
which  are  to  be  made  up  from  the  reser^-c  fund  in  case  of  in- 
sufficiency of  the  profits.  The  bank  performs  gratuitously 
the  duties  of  agent  of  the  Treasury'  at  Amsterdam  and  in- 
cludes the  Treasury  resources  in  its  deposit  accounts.*  U  Is 
limited  to  the  U5nal  operations  of  a  bank  of  issue,  discount, 
and  deposit  and  is  forbidden  to  take  purt  in  any  comnieicial 
or  industrial  witcrprisc  or  I0  make  advances  upon  real  estate. 

There  is  no  fixed  limit  upon  the  note  issues  of  the  Banic  . 
of  the  Netherlands,  but  the  decree  of  August  16,  1884,  fixed 
the  proportion  of  the  metallic  reserve  at  forty  per  cent,  of 
the  aggregate  of  notes  and  deposits.  The  law  imposes  no 
re^itrictttHis  on  the  proportion  of  gold  and  silver,  but  since 
J872  the  bank  has  ceased  to  buy  silver  aud  has  added  as 
much  as  poAsibte  to  its  gold.  Holland  suspended  the  free 
coinage  of  silvxr  in  December,  1S77.  and  has  maintained  her 
monctar)'  system  at  parity  with  gold  by  treating  the  silver 
coins  as  tokens,  redeemable  in  gold.     The  Bank  of  the 

'  Wvy.  194- 

*  Alfred  NcrDisrck,  ArUdc  "  Banqnc."  in  Dittionmxired'Exomomit 
AJiti^m,  I.,  144. 


THE  BANKS  OF  NORTHERN  EUROPE. 


263 


Netherlands  held  42.996,000  Borios  in  gold  on  December  28. 
1895,  and  82,164,000  floritis  in  silver.  The  priiicipiil  office 
of  the  bank  is  at  Amsterdam.  There  is  a  branch  at  Rotter- 
dam,  and  there  arc  thirteen  agendcs  and  correspondents  of 
three  different  clas.ses  in  fifty-six  other  localities.  The  cir- 
culation of  the  batilc  has  gradually  increased  from  a  mean 
of  I04.,859,994  florins  in  1865.  to  131.656.54.7  florins  in  1870. 
175. 540.677  florins  in  1875,  and  203,600,000  florins  (^2,000,- 
000)  in  1895.  The  issue  of  notes  below  ten  florins  ($+)  is 
prohibited. 

The  tnonetar>-  system  maintained  by  the  Bank  of  the 
Netherlands  is  of  peculiar  interest,  because  of  the  demonstra- 
tion which  it  affords  tliat,  within  narrow  limits  at  least,  it 
is  possible  to  maintain  the  gold  standard  with  ver>*  little 
gold  and  while  the  money  of  circulation  is  chiefly  of  sih'cr 
and  paper.  The  bank  pursues  a  policy  ditcclly  opposite 
from  that  of  the  Bank  of  France,  by  furnishing  gold  freely 
for  export  and  sparingly  for  domestic  circulation.  The  pur- 
pose of  this  policy  is  to  maiatain  the  parily  of  foreign  ex- 
change, because  of  the  conviction  that  a  refusal  to  furnish 
gold  for  export  would  pat  the  metal  at  a  premium  and  pre- 
cipitate the  country  upon  a  silver  basis.  Thi^  danger  was  a 
serious  one  in  1883.  The  gold  reserve,  which  bad  been  at 
56,924,000  florins  at  the  clasc  of  18S0,  declined  in  October. 

1882,  to  11,306,638  florins  and  ia  February,  1883,  to  5,365,- 
091  florins  {$2,150,000).  A  bill  was  promptly  introduced  in 
the  States-General,  authorizing  the  melting  of  35.000.000 
florins  in  old  pieces  of  two  and  a  Iialf  florins  and  their  sale 
as  bullion,  in  order  to  obtain  gold.  The  hill  did  not  become 
law  until  March  4,  1HS4,  but  the  exchanges  in  the  meantime 
became  favorable  and  the  stock  of  gold  rose  on  April  31, 

1883,  to  31.000.000  florins  (Si2,4oo,o0o).  The  bank  now 
stands  ready  to  furnish  gold  for  export  or  to  furnish  silver  at 
its  bullion  value,  while  the  old  stock  of  large  lulver  coins  is 
being  gradually  reduced  by  subsidiarj'  coinage  for  Holland 
and  Java.' 


*  BiitutaUism  in  Eurof€,  &tn.  Ex.  Doc.34,5<XbCong.,  KlStw.,33. 
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The  three  countries  of  the  Scaii<linavi:in  ITnion, — Sweden, 
Norway  and  I>eiimark, — have  a  uniform  monetary  ^-stem 
based  upoit  the  gold  slaDdard  with  the  crown  as  tbe  unit, 
worth  twenty-six  and  eight-tenths  cents  ($0,268)  in  United 
States  money,  but  each  coimti^-  has  a  banking  system  of  its 
own.  The  State  Bank  of  Sweden  {^Svirigts-Riksbank)  was 
founded  Nm-eniber  30,  1656,  and  to  Palmstmch,  its  founder, 
is  attributed  the  firHt  use  of  bank  bitls  as  credit  money,  not 
fully  covered  by  the  coin  reser\'e.  The  bank  became  a  pub- 
lic institution  in  1668,  and  its  capital  is  furnished  by  the 
nation,  hut  the  edminiiitration  is  under  the  charge  of  a  com- 
mission chosen  by  the  Diet  and  is  not  responsible  to  the 
executive  department  of  (he  govennncnt.  The  capital  of 
the  bank  is  35,cxx>,ooo  cron-ns  ($6,700,0(30)  witli  a  reserve  of 
5,000,000  crowns,  and  it  is  allowed  to  issue  notes  to  the 
amount  of  both,  plus  its  credits  with  foreign  banks  and  its 
metallic  reserve.'  The  reserve  is  not  allowed  to  fall  below 
10.000.000  crowns.  The  notes  are  a  legal  tender  by  the 
Swedish  constitution  in  Sweden  and  are  receivable  by  pnl>lic 
depositaries,  and  in  tbei^e  reitpects  have  an  ad\'antage  over 
the  notes  issued  by  the  private  banks  of  issnc. 

Tlie  private  banks  number  twenly-seven  and  may  be  estab- 
lished by  royal  authority.  The  original  legislation  on  the 
subject  (January  14,  1824)  required  the  number  of  sliare- 
lioldcrs  in  each  bank  to  be  not  less  than  thirty.  A  new  law 
of  JauHar>"  1,  1887.  imposed  ci-rtiiin  general  conditi'in:^  upon 
tile  private  banks,  which  arc  still  in  force,'  The  capital  of 
each  is  required  to  be  at  least  i,ooo.ocx}  crowns  ($1368,000), 
the  charter  runs  for  ten  years,  and  Uie  shareholders  are  no 
longer  resjionsiblc  cxrept  for  tbe  amount  trf  their  shares. 
The  circulation  is  limited  to  the  aggregote  of  the  capital 
invested  in  securities,  the  reserve  similarly  invested,  half 
tbe  total  of  credits  of  the  bank,  and  the  coin  reserve,  after 
the  deduction  of  an  amount  equal  to  ten  per  cent,  of  the 
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capital.  Tbese  banks  ate  required  to  redeem  their  ootes  in 
gold  upon  demand  and  are  not  authorized  to  ^ubiititute  bills 
of  tlie  State  Bank.  Five  of  the  banks  have  branches  at 
Stockholm,  where  they  exchange  their  bills  for  those  of  the 
Bank  of  Sweden,  which  cau  be  tumod  into  gold  upon 
demand. 

The  note  circulation  of  Sweden  under  this  system  of 
comparatively  free  banking  has  be«ii  kept  within  prudent 
liiuics  and  the  notes  circulate  at  par  with  coin.  The  circula- 
tion of  the  Bank  of  Sweden  on  August  t,  1895,  was  about 
54,000,000  crowns  and  of  the  private  banks  64,000,000  crowns 
(nuking  a  total  of  $y>.ooo,ooo).  The  metallic  rc5cr\'c  of 
the  Bank  of  Sweden  was  31,000,000  crowns  and  of  the 
private  banks  30,000,000  crowns.  The  Bank  of  Sweden 
carries  about  37,000,000  crowns  of  this  amount  in  gold,  but 
the  private  banks  have  only  8.500.000  crowns  in  gold.  The 
discounts  of  the  Bank  of  Sweden  were  35,500,000  crowns, 
advances  55,000,000  crowns,  and  current  accounts  38,500,000 
crowns.  Thediscounts  of  the  private  banks  were  180,000.000 
crowns,  advances  155,000,000  crowns,  and  current  accounts 
400.000,000  crowns.  The  Bank  of  Sweden,  in  spite  of  its 
public  ownership,  is  not  deeply  involved  with  the  obligations 
of  the  government,  but  is  the  depositarj'  of  the  public  funds 
and  makes  an  annual  advance,  by  vote  of  the  Diet,  of  about 
1,600,000  crowns  to  facilitate  the  operations  of  tbc  Trcasuty.* 

The  Bank  of  Norway  i^Norgts  Bank)  was  founded  June 
14,  1816,  with  its  head  office  at  Drontheitn  and  branches  in 
leading  towns  of  the  province.  Its  capital  was  raised  by 
a  tax  uiM>n  landctl  property  and  tbc  land-holders  hvcamc 
shareholders  in  the  ba.nk  according  to  their  respective  pay- 
ments. The  original  capital  of  the  bank  was  3,000,000 
specie  dollars  and  circulation  was  Issued  proiisionally  in  the 
proportion  of  five  dollars  to  two  dollars  of  the  capital.  One 
of  the  purposes  of  the  foundation  of  the  bank  was  the  im- 
provement of  agriculture,  and  tlie  discount  of  comuiercial 


'  NFyiuirck,  Article  "  BaDqac,"  io  IXdionnairt  d'EtOMomit  J*oii- 
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bills  was  at  first  only  a  secondar>*  con&ideralion.  Loans 
n'ere  made  by  raeaas  of  note  issues  upon  land  to  an  amount 
not  exceeding  two-thirds  of  the  valuation,  and  the  borrower 
made  a  wmi-anuual  payment,  including  not  ouly  interest, 
but  five  per  cent,  aanunlly  of  llie  principal,  which  was  thus 
Uqutdated  in  twenty  years,  like  some  modern  mortgage  loans. 
The  attempt  to  float  a  paper  currency  upou  laud  values 
resulted  in  failure  and  the  notes  of  the  bank  in  i8aj  could 
be  exchanged  at  Hanilnirg  at  the  rate  of  only  S187.50  for 
$100  in  silver.  The  SlorthinB  was  compelled  to  pass  a  law 
reducing  the  value  of  the  notes  by  providing  that  190  in 
paper  should  be  redeemed  iu  the  |>roportion  of  100  in  silver.' 
The  value  of  the  notes  gradually  rose  and  the  bank  was  jmt 
upon  a  sounder  basis.  The  present  capital  is  10,000,000 
crowns  and  the  note  isstiea  are  limited  to  twice  the  reserve, 
of  which  Due-third  may  consist  of  deposits  with  foreign 
banks.  The  notes  are  legal  tender  in  Norway  and  consti- 
tute the  only  credit  paper  of  general  circulation.  The  gov- 
erning board  of  tlic  bank  is  named  by  the  Storthing  aud 
consists  of  fifteen  representatives.  The  actual  aJminislra- 
tion  is  entrusted  to  fiw  directors  at  the  central  bank  and 
three  at  each  branch,  who  are  also  named  by  the  Storthing. 
The  Stale  is  a  large  shareholder,  but  the  management  of  the 
bank  is  kept  independent  of  the  Treasury.*  The  circulation 
on  August  I,  1893,  w^^  ftbout  60,000,000  crowns  <$i5.aoo,- 
000).  the  meullic  reserve  30.000.000  crowns,  discounts  J4,- 
000,000  crowns,  advances  20,000,000  crowns,  OUd  cuncnt 
ftcoouats  0,000,000  crowns. 


The  National  Danith  Sank. 

The  National  Danish  Bank  was  found  in  1S18  and  bos  a 
capital  oC  26.753.^oo  crowns  ($7,000,000).'  The  bank  was 
the  successor  of  the  Suie  Bank  iRigsbanktn).  which  liad 
been  created  by  the  government  in  1813  to  restore  order  to 

'  Hadeod.  Theory  and  fyactUt  of  Bankimg,  n.,  a6}-&4. 

'  Sltliitiqut  InUrnationaSt  dn  Bum^tut  d'Emiaion  .•  KarviHC  6-7. 
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the  demoralized  financinl  syslera  of  the  country.  A  decree 
of  July  4.  I8i3.  iransferred  the  privileges  of  tbe  old  baiilc  to 
the  new  for  a  term  of  nmct>'  years.  The  govenintcnt  is 
free  at  the  end  of  tliis  period,  in  1908,  to  extend  tbe  privileges 
or  revoke  them.  The  capital  of  the  National  Bank  is  in 
private  hajids,  but  it  was  collected  by  an  enforced  lex'y  upon 
real  estate,  and  the  laud  owners  became  shareholders  in  the 
bank  for  the  amount  of  tlie  tax  paid.  Tbe  bank  assumed 
the  obligations  of  tlic  State  Bank  and  was  unable  to  pay 
dividends  until  1845.  The  dividends  since  that  time  have 
averaged  about  seven  per  cent.  The  note  circulation  has 
u»  fixed  limit,  but  is  subject  to  conditions  as  to  the  suiottnt 
of  reserve  held.  A  decree  of  1875  6xed  the  limit  of  circu- 
lation not  fully  covered  by  specie  at  27,000,000  crowns,  but 
this  was  increased  by  n  decree  of  November  5.  1877.  to 
30,000,000  crowns.  The  mclaJlic  rcscpi'e  is  not  permitted 
in  any  case  to  fall  below  three- eighths  of  the  face  value  of 
the  notes,  and  at  least  12,000,000  crowns  must  be  in  gold 
coin  or  in  bullion  which  has  been  actually  delivered  to  (he 
mint  for  coinage.  The  other  portions  of  the  metallic  reserve 
may  be  in  gold  bars  or  foreign  gold  coin  ond  in  foreign  silver 
to  an  amount  not  greater  than  one-third  of  the  entire  fund.' 
Redemption  of  notes  is  required  in  gold  coin  on  demand. 
The  notes  are  legal  tender  and  arc  the  only  credit  paper  in 
use  as  currency  in  the  Kingdom.  The  circulation  on  July 
31,  189s,  was  about  83,000,000  crowns  (J21 ,000,000) ;  .specie 
reserve,  60,000,000  crowns  ;  discounts,  20.000,000  crowns ; 
current  accounts,  19,800,000  crowns ;  advances,  35,000,000 
crowns. 


'  Cam/froff^t  Pfpot^,  jSys,  Report  of  MintBtet  John  E.  Ri»l«y, 
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DcvctopiucDt  or  Baulcing  in  SwiUtalaud— The  Proposed  Bank  of  the 
Swiia  Couredcration— The  Bank  of  Spain  ind  Its  Eaun elements 
vritb  th«  Trc^nnur;— Sitnil4ir  Situation  of  tltc  Bank  of  Potlug*l — 
Tbe  Greek  Buaka  and  tbc  r.fTnts  of  .specie  Sospcpwoa— Tbe 
Ottoainn  Bank — Tlic  Banks  of  Koumanls,  Bulgaria,  and  Scrvia. 

BANKING  in  Switzerland  had  its  earliest  development 
al  Basle  and  Geneva,  which  were  long  noted  for  the 
.skill  and  wealth  of  their  bnnkers,  but  bauk3  of  i&sue 
were  nnt  estnblished  in  either  city  until  1843.  The  first 
Swiss  bank  of  issae  was  established  at  St.  Gall  in  1836. 
The  cantonal  bank  of  Vaud  and  the  Bank  of  Basle  were 
cstabhshcd  in  1S45.  tbc  Bank  of  Commerce  at  Geneva  in 
1846,  and  tbe  Bank  of  Geneva  in  1848.  The  incorporation 
of  banks  of  iiisuc  rapidly  spread  among  those  cantons  wliich 
contained  a  considerable  number  of  merchants,  and  hi  1863 
eighteen  banks  hod  been  established,  %vith  forty-two  agencies 
or  branches.  The  aggreguie  circulation  of  these  banks  on 
December  31,  1862,  was  18,468,122  francs  ($3,600,000),  the 
cash  rcscr\'e  was  19.380.922  francs  and  tlie  airreiit  accounts, 
repreaeuting deposits,  49. 166.405  francs  ($9,800,000^.'  Eleven 
of  these  eightcea  banks  were  established  with  the  help  of  tlie 
caiilonal  governments  and  the  remainder  were  established  by 
private  funds. 

The  Swiss  banks  preserved  until  1875  a  purely  local  exist- 
ence and  their  operations  and  circulation  rarely  extended 
beyond  the  limits  of  the  canton  in  which  they  were  estjib- 


*  CoorccUc-Smnill.  ^y*. 
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liaiieA,  bnt  the  growing  needs  of  commerce  invited  co-opcra- 
tioD  and  the  extension  of  l>anlcitig  facilities.  Some  uf  the 
hanks  bcffan  to  extend  tlidr  branches  into  other  cantons 
and  otb^ts  made  conv-entiuns  with  each  other  for  the  mutual 
acci-'ptancc  of  their  bills.  It  was  at  this  stage  in  the  devel- 
opiDcut  of  Swiss  banking  that  the  Federal  constitution  was 
reviscil  and  authority  to  legislate  regarding  banks  confided 
to  the  Federal  goveroiuent.  Protection  against  monopoly 
was  afforded  bj-  the  pro%'ision  of  the  constitiilion  that  Fetleral 
legislation  "  shall  not  establish  a  monopoly  of  the  issue  of 
bank  bills  nor  decree  their  ob!igator>-  acceptance."  The 
Ian-  of  1875  required  the  Swiss  banks  to  maiutaiu  a  cash 
reserve  equal  to  forty  per  cent,  of  their  notes  in  circula- 
tion and  forbade  any  one  bank  to  issue  circulation  in  excei» 
of  12.000,000  francs  (#2.400,000).  Each  bank  was  retjuired 
lo  accept  the  notes  of  other  banks  and  to  redeem  them  in 
coin.  The  number  of  banks  at  the  end  of  1873  was  twenty- 
eight  and  their  circulation  was47,6o6,ooo  francs  (^19.400,000), 
agaiust  which  tliere  was  a  cash  reserve  of  14,893.796  francs, 
Tlic  Act  of  1875  was  superseded  by  that  of  March  8.  1881, 
which  limited  the  circalatioa  to  double  the  paid-up  and 
unimpaired  capital  {eapilai  tvrsf  et  rftUement  exiUanf)  of  the 
banks  and  reciuircd  banks  of  issue  to  ha\x  a  capital  of  at 
least  500.000  francs.  The  requirement  of  a  forty  pet  cent, 
cash  reser\-e  was  maintained,  to  be  distinct  and  independent 
of  the  other  reserves  of  the  bank  and  kept  in  a  separate 
account.  The  remainder  of  the  circnlation  was  reqaired  to 
be  fully  co\-cied  by  Ibe  deposit  of  securities  or  commercial 
bills.  Weekly,  monthly,  and  annual  reports  are  required 
according  to  a  form  prescribed  by  the  Fe<ierat  Conncil  and 
an  annual  examination  is  made  under  public  authority.' 
The  notes  are  issued  through  the  Federal  inspectorate,  arc 
delivered  to  the  banks  as  they  need  them,  and  arc  of  a  uni- 
form type.  A  Ijank  which  renounces  itsdrculation  is  required 
to  redeem  the  notes  for  a  certain  time,  to  surrender  the 
redeemed  notes  to  the  Federal  authorities  and  after  the 

'  Alfred  Npynjarck,  Article,  "  Banque,"  in  Dictumnatrg  (tkeonotnie 
f\>lUi^tie,  t,  145, 
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expiration  of  the  period  fixed  for  redemption  to  pay  into  the 
Federal  Treasury  an  amount  of  coin  equal  to  the  face  value 
of  the  notes  still  outstanding.  The  government  then  assumes 
the  obligatiou  of  redcmpiiou  for  thirty  years,  after  which 
the  balance  goes  to  a  public  fund.  The  Federal  tax  on  cir- 
culation is  one  per  cent,  a  year  and  the  cntitoua  arc  allowed 
to  tax  the  average  circulation  of  baulcs  which  arc  situated 
within  their  limits.' 

The  Swiss  banking  system  as  cmbcxlicd  in  the  law  of  iS8i 
is  a  sv-atem  uf  free  bunking  under  government  super^'ision. 
The  Federal  Assembly  reserved  the  right  to  fix  the  aggre- 
gate of  the  SwiNs  circulation  nnd  to  apportion  it  among  the 
banks,  but  this  right  has  been  exercised  only  for  the  purpose 
of  cninprlling  the  banks  to  conform  to  certain  tiniform 
requirements,  Among  these  requircmeuts.  besides  those 
olready  defined,  are  redemption  of  their  notes  in  coin  on 
demand  and  tlie  accejitauce  at  par  of  the  notes  of  other 
specie-paying  Swiss  banks.  The  government  in  no  way 
guarantees  the  circulation,  except  where  the  canton  tuay  be 
the  owner  of  the  bank,  and  the  notes  are  not  a  legal  tender 
ill  private  contracts.'  T«'eiity-six  of  the  Swiss  banks  entered 
into  a  clearing  arrangement  by  authority  of  a  law  of  June  19, 
1883,  for  the  mutual  exchange  of  notes.  These  bank^  are 
known  as  "The  Associated  Banks"  {Bttnqm4  Contcrda- 
(aires),  and  their  notes  circulate  throughout  Switzerland 
and  are  received  by  public  depositaries. .  The  aitire  number 
of  banks  of  i.ssuc  in  Switserlatid  is  thirty-four,  of  which  five 
operate  under  Articles  15  and  16  of  the  banking  law.  These 
articles  permit  the  issue  of  notes  against  different  forms  of 
security  from  those  required  of  the  other  banks,  but  do  not 
dispense  with  the  forty  per  cent  coin  reserve. 

The  aggregate  liabilities  of  the  thirty-four  Swiss  banks  on 
December  31,  1S95,  were  1,258,027,831  francs  ($243,000,000). 
of  which  196.200,000  francs  was  on  account  of  circulation  ; 
168,459,131  francs  for  current  accounts  and  other  short  term 
obllgatons;  649,133.940  francs  for  obligations  at  fixed  terms; 

'Comptroller's Report,  tSgs,  LeUet of  HhtWler  Drodluad.  104. 
•Wvy,  «i6. 
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147.M5.000  francs  for  paid-up  capita! ;  27.483.163  francs  for 
resen-e  fund  ;  and  ihtr  remainder  for  foreign  bills,  acceptances, 
aod  unpaid  capital.  The  item  of  term  obli^aliotis  induded 
233.223,661  francs  of  savings  bank  deposits  and  389,137,822 
francs  of  deposit  bonds  and  similar  obligations.  Tbe  assets 
included  77.339.580  francs  in  the  legal  specie  reserve  lield 
against  circulation  :  16,003,595,  francs  "free"  specie;  164,- 
469.138  francs  in  domestic  nnd  13,672,207  fniocs  in  foreign 
bills  of  exchange :  428,975,764  francs  in  advances  ;  and  145,- 
019,723  fraucs  in  public  securities.  The  mean  effeciive  cir- 
culation ouLsidc  Uic  banks  was  i67,9i3,ocx>  francs  in  (895, 
against  158,719,000  franc*  in  1894.  T''e  maximum  in  1895 
was  185,146,000  francs  in  lUe  week  uf  Xm-ember  gth  and  Uie 
minimum  was  154,264,000  in  the  week  of  February  a3d.  Tbe 
total  cash  reserve  attained  a  mean  during  1895  of  93,649,000 
francs,  of  which  71.688,000  francs  represented  the  forty  per 
cent.  rescr\'e.  The  mean  gold  holdings  were  82,667,000 
francs  and  the  mean  silver  10.982.000  francs.  The  gold  in 
1894  was  77.190,000  and  the  silver  i5,302.ocxj  francs.  The 
maximum  cash  reserve  iu  1895  was  98,417,000  francs  in  the 
week  of  J»nuar>'  36tli  and  the  minimum  90,461,000  francs  in 
the  week  of  October  5th. 

The  passion  for  a  great  state  bank  seized  upon  Swiss 
statesmen  after  the  crisis  of  1891  and  an  amendment  was 
adopted  to  the  constitution  remitting  to  the  Federal  Council 
control  of  note  issues.'  The  Chambers  decided  in  favor  of 
a  state  bank  rather  than  a  private  joint  stock  bank, 
and  the  Department  of  Finance  presented  a  project  of 
law  for  the  bank  in  the  summer  of  1S94,*  which  yet 
remains  to  be  put  in  operation.  The  first  article  declares 
the  principal  functions  of  the  new  bank  to  be  to  serve  "  as 
the  regulator  uf  the  moDe>-  market  aud  to  facilitate  exchauge 
operations."  The  principal  scat  is  to  be  at  Berne,  but  every 
canton  has  the  right  to  demand  the  establishment  of  a  branch 

'  Tlie  popnlai  vote  on  the  fttncndment  was  318,8;)  !□  the  aflinnative 
nnd  I4^939in  tlic  ti«gBtlT«.  The  anieDdment  TorbiHa  forcisl  legal  tender 
esrecpt  in  tinK  of  war  niid  exempts  tlie  bank  bou  coatonol  Imation. 

•  Kaffalo«ich,  Le  Marthi  Finamicr  e»  jS94~S,  167. 
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or  agency  within  its  own  teiTitor>-.  The  name  of  the  new 
institution  is  to  be  "  The  Bank  of  the  Swiss  Confederation," 
the  capital  is  to  be  furnished  by  an  isKtieof  bonds  and  the 
Coiifederatiou  makta  itself  responsible  for  the  cngagenieuls 
of  the  bank  in  c.i»c  its  own  means  prove  insufficient.  The 
capital  13  6xed  at  is.ooo.ooo  francs  (§5,000.000),  but  inny  be 
increased  to  50,000,000  francs  by  vote  of  tlie  Federal  As- 
sembly. "  The  cxchisive  right  to  issue  Iwnk  bills  "  is  con- 
ferred on  the  ucn'  institution  and  the  existing  bank^  arc 
required  to  retire  their  circulation  within  two  years  and  a 
half  from  the  date  when  the  new  bank  begins  operations,  by 
surreudering  tu  the  central  bank  quarterly  one-tenth  of  the 
DOtcs  outstanding  at  Hint  date.  DeHciencies  iu  the  quota  of 
notes  must  be  made  up  in  specie,  to  be  held  as  a  rcdcmptiou 
fund  for  the  retirement  of  the  noleii. 

No  lixed  limit  is  put  uixiu  the  note  issues  of  the  new 
bank,  hut  it  is  required  to  hold  gold  coin  or  bullion  or  legal 
silver  coins  to  the  amount  of  one-third  of  the  circulation. 
The  Kederal  Treasury  and  the  honk  are  alike  required  to 
accept  bills  at  par  and  legal  cnntroversien  relating  to  bank 
bills  arc  to  be  tried  before  the  Federal  tribunals.  Fifteen 
per  cent,  of  the  proBta  goes  to  the  reserve  fund,  a  proportion 
equal  to  four  per  cent,  of  the  capital  is  paid  as  a  dividend  to 
the  Coiifcderfltioii.  and  the  remainder  is  apportioned,  one- 
third  to  theCoufederatiou  and  two-thirds  among  the  cantons 
according  to  population.  The  new  establishment  is  to  be 
governed  by  a  council  tward  of  twenty-one  meiubers  elected 
for  four  years  by  the  Federal  Assembly  and  a  committee  of 
direction  of  from  three  to  five  members,  appointed  by  the 
Federal  Council.* 

Banking  in  Spain. 

Spain  had  banks  of  deposit  diitinf;  her  period  of  prosperity 
in  the  Middle  Ages,  some  nf  which,  like  tliat  at  Barcelona.' 

'  BulMif  dr  Stalixli^M,  NovMn»)er,  18^.  XXX\'L,  iiS-M- 
'Itii*  liank.  rounilril  in  1401.  in  HJd  tobarcberu  Ibe  fint  bank  of 
depcwil  hittitnlcd  for  ttie  »ccommodaticKi  of  private  mcrcbaut*.— Hnl- 


THE  BAPfKS  OF  SOUTHERN  SUROPE. 


VI 


Bttniiied  cansidenble  celebrity.  Tliese  institmions  disap- 
pcaiwl  with  the  decadence  of  Spanish  commerce  and  iv  re- 
mained for  the  modem  age  to  wiuicM  a  new  development 
of  banking.  An  attempt  was  made  in  tb':  eighteenth  century 
toestablisli  in.stitutioiii>of  credit,  and  the  Kniik  of  San  Carlos, 
which  was  founded  in  t;S2  at  Madrid,  was  still  in  operation 
when  the  monopoly  of  the  issue  of  circulating  notes  was 
given  to  the  Rank  of  Spain  in  1874.  The  Batik  of  Spain 
was  founded  in  i8j<),  under  the  name  of  the  Bant  of  San 
Fernando,  but  did  not  enjoy  any  Hpecial  privileges  outside 
of  Madrid  and  the  places  wbere  it  had  branches  until  1856.' 
It  WHS  at  fiiHt  a  government  bank  and  its  name  was  changed 
•t  the  lime  of  the  new  legi&latiou  to  the  Bank  of  Spain,  but 
e\'en  after  1856  ibe  right  to  incorporate  other  banks  of  issue 
remained  in  the  hands  of  the  government.  Such  banks  had 
been  established  prior  to  1S56  by  the  consent  of  the  public 
authorities  in  much  the  same  manner  as  departmental  banks 
might  have  been  established  in  Prance  before  1840. 

The  legislation  of  Jamiarj'  8,  1856,  was  simply  a  first 
step  in  the  direction  of  monopoly.  like  the  similar  legislation 
of  France  and  Gcrtuany,  l^iis  law  prescribed  that  there 
should  be  not  raorethan  one  bank  of  issue  in  any  commerctnl 
city.  The  general  provisions  regarding  the  new  banks 
limited  their  issues  to  three  times  their  capital,  obliged  theiu 
to  keep  acoin  rcscnx  of  at  lca.<it  one-third  of  their  circulalioti, 
and  fixed  the  minimum  denomination  of  the  notes  at  one 
hundred  reals  ($5).  The  liberality  of  these  pro\'isio«s  was 
impaired  by  leaving  to  tlie  government  the  nomination  of 
the  gm-cmor  of  the  Bank  of  Spain  and  of  royal  commissioners 
to  manage  the  independent  banks.  The  Bank  of  Spain 
had  created  up  to  1863  only  two  branches,  at  Valencia  and 
at  Alicanta.  and  there  were  independent  banks  at  Cadiz. 
Barcelona.  SeWHc.  Malaga.  Corunna,  Rantandcr,  and  Val- 
lodolid.  The  capital  of  the  independetit  banks  was  not 
large,  but  iu  this  respect  it  was  commensurate  with  the  vol- 
Qioe  of  hasiness  in  Spain.     The  Bank  of  Spain  on  December 


I  CoorcetlcsSFneuil,  ^t. 
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31,  1862,  sliowcd  a  circulation  of  208,380,901  reals  ($10,400,- 
O0O-).  a  coin  reser\-eof  107,398,201  reals,  deposits  of  235,063,- 
731  reals,  and  a  commercial  portfolio  of  309,331,378  rcala 

The  charter  of  the  Bank  of  Spain  was  extended  in  1856 
ftrr  tweiity-five  years  aitd  was  renewed  in  1874  for  Uiirty 
years.  The  law  of  March  19,  1874,  conferred  upon  the  bank 
the  exclusive  privilege  of  issuing  notes  and  incneased  the 
capital  from  132,000,000  reals  ($6,600,000)  to  100,000,000 
pesetas  ($20,000,000).'  All  Ihc  existing  provincial  banks, 
then  numbering  eighteen,  were  ordered  to  liquidate  tlieir 
cnrculntion  and  tranKfer  it  to  the  Bank  of  Spain.  The  hank 
is  not  a  state  instilution  and  the  state  does  not  participate  in 
its  proBts,  but  it  had  the  aiithorit>',  under  the  law  of  1S74,  to 
retiuire  advances  by  the  bank  to  the  amount  of  125,000.000 
piiselas  ($25,000,000)  upon  the  deposit  of  proper  guarantees. 
The  notes  of  the  bnnk  were  made  legal  tender  and  limited 
to  five  times  the  capital.  The  capital  wus  increased  soon 
after  the  Act  of  1874  to  150,000.000  pcscUa  ($30,000,000), 
which  carried  the  limit  of  circulation  to  750.000.000  pesetas 
(J  1 50, 000.000).  • 

The  necessities  of  Ihc  Treasury  led  to  o  new  revisiou  of 
the  charter  by  the  law  of  July  14,  1891,  and  theexleDston 
of  the  privilege  of  the  bank  until  December  jt,  1921.  The 
new  charier  authorizes  the  issue  of  notes  to  the  amount  of 
t,50o.ooo.ooo  pesetas  ($300,000,000)  against  a  c»5h  reser\'V 
of  one-third,  of  which  at  least  half  is  required  to  be  kept  in 
gold.*  The  bank  was  required  to  pay  for  these  pri\'i!eges 
by  advancing  50,000,000  pesetas  to  the  government  annually 
for  three  years  without  interest  nr  right  to  rcimbur.-semeot 
until  the  expiration  of  the  charter.  The  fate  of  the  bank 
has  come  to  be  bound  up  more  and  more  with  that  of  the 
Stale  and  it  has  been  only  by  the  bauk's  help  that  the  Treas* 


'  Tbe  preoeat  Spanbh  coittsge  «TMeai  follows  Ui«t  or  tb«  L«tla 
Dnioo,  tbe  poet*  hc'taf  tlic  c<|uivalciil  ortbe  friiac  ($D-l'ii)- 

*  AllTcd  Neymsivl:,  Artidc,  "  Bani^ae,"  in  IHcHonnain  ttEcomO' 
mi«  I^Uti^ae,  I.,  ijo. 

•  BuiUtin  de  Slatislifue.  July,  iS^l.  XXX^  7%. 
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ur>"  has  beta  able  to  nieet  its  engagements.  The  Treasury 
budget  bas  sbown  a  pcrsiiitcnt  dcBcit  and  a  floating  debt  was 
incurred  from  1885  to  1893  of  333,000,000  pesetas  ($66,000,- 
000).  Tlic  pcnnancDt  debt  on  J  UDC  30,  1893,  was  6,249,639,. 
975  pesetas  ($1,300,000,000),'  atid  the  charges  on  accoutitof 
the  debt  for  1894  nere  estimated  at  309, 219,669  pesetas  (§61,- 
000,000  or  about  Sj.40  per  capita).  Exchange  has  decHued 
about  ao  per  cent,  and  ^uil^vay  securities  and  public  stocks 
have  fallen  from  15  to  75  per  cent,  during  the  past  five  years. 
The  eomracrciiil  uinrrutiuus  of  the  bauk  through  its  fift}'- 
eigbt  branches  have  become  subordinate  to  the  issue  of  paper 
notes  to  cover  the  advniices  to  the  state,  A  large  proportion 
of  the  assets  arc  locked  up  in  government  and  foreign  secu- 
rities, which  increased  rapidly  for  several  years  because  the 
bank  maiutaiued  a  uniform  interest  rate  of  four  per  ccnL, 
inrhich  nffordec!  n  profit  upon  the  diflFerence  between  thix  rate 
and  the  higher  rate  earned  by  the  securities.'  This  differ- 
ence was  availed  of  by  shrewd  speculators  to  borrow  on 
securities,  spend  the  loan  on  new  purchases  of  securities, 
deposit  them  again  as  guarantee  for  a  larger  loan,  and  so 
on  without  limit.  The  rate  was  raised  in  Januar>',  1893, 
to  five  per  cent.,  but  without  entirely  curing  the  difficulty. 
The  cash  reserve,  moreover,  is  only  available  for  the  re- 
demption of  notes  to  about  half  of  its  face  value.  The  gold 
in  the  reserve  on  December  31,  1895,  was  200, 100,000  pesetas 
and  the  wlvcr  275,550.000  pesetas.  Gold  is  at  a  premium 
of  30  i>cr  cent,  above  bank-notes  so  that  redemption  iu  gold 
would  immediately  drain  the  bank.  Redemptions  are  actu- 
ally made  in  silver,  whose  present  commercial  value  i.s  below 
that  of  the  bank  paper.  The  Spanish  peseta  is  the  equiva- 
lent of  the  Trench  franc,  but  6^'c  pesetas  arc  required  to 
obtain  four  franca,  because  of  the  greater  stability  of  the 
French  currency  under  the  p(riicy  of  restricted  silver  coinage 
and  the  fact  that  the  franc  is  received  as  a  token  coin  in  the 
countries  of  the  Latin  Union  at  par  with  gold.     The  recent 


'  RaffiiloTich,  L<  Marrhi  financier  ca  /Sgj-^,  31". 
'RA&loiTtcli,  Le  Marcht  Financier tn  tS^t.  119, 
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insurrection  in  Cuba  has  required  new  appeals  b>-  the  gov- 
ertiEueut  to  the  baak  aud  the  drculatioti  bad  becti  expanded 
ou  September  .^o,  1895,  to  961.9tx1.000  pesetas.  The  follow- 
ing' table  shows  the  prtncipnl  items  of  the  accounts  of  the 
bank  since  it  acquired  the  mouopuly  of  circulation  : 


tme.tm. 

CtaCOlATtDD. 

EIUM 

■>»ava. 

coimiwciAfc 

MIU. 

UWAHCM. 

CvatiavT 

(Ib  BlVUn  rfiuiiiiil 

i8;5 

'»7-7 

laq.! 

rj.i 

41.0 

67.t 

iSSo 

U6,8 

aoo.6 

S4.3 

itaS 

t9'  4 

188s 

46q.O 

279.3 

7i-4 

188.5 

«34.1 

iSqo 

734.1 

333.1 

tSo.4 

9SI.3 

401.6 

1893 

434-0 

375-0 

S4I-7 

135.' 

5M.3 

i8'M 

9(»q.6 

475.6 

aSo.7 

lo^.S 

306,6 

1895 

9*7.0 

475*  I 

M6.4 

3J<-7 

7j**  Bank  of  Portugal. 

Portugal  lias  a  single  public  banlc  of  issue  with  a  capital 
of  13,500.000  niilrds  (^14, 500. 000).  The  statutes  of  the 
hank  originally  imposed  careful  restrictions  on  the  circula- 
1ion,  but  these  restrictions  hft\%  been  suspended  in  order  to 
permit  large  loans  to  the  gov'emmeiit  which  have  tended  to- 
drag  the  ciTculntiun  of  the  bank  into  the  nnme  mire  of  de- 
preciation OA  the  Bntik  of  Spain.  Article  15  of  the  orifpnal 
law  prescribed  that  the  circulation  should  always  be  cu^'ered 
by  a  metallic  resen'e  and  negotiable  paper  maturing  in  not 
more  than  three  niontljs  and  that  the  metallic  rcscnc  should 
be  in  gold  and  should  equal  one-third  the  aggregate  of  llie 
eirculation  and  other  demand  liabilities.  Article  16  fixed 
the  power  of  note  ifisue  at  double  the  cnpiul  of  the  bank  and 
Article  37  limited  to  2,000,000  milreis  the  advances  to  the 
State.'  Both  the  In  tier  limitations  have  been  disregarded  aitd 
the  circulation  is  now  four  times  the  capital  and  advances  to 
the  government  are  more  than  ten  times  the  amount  fixetl 
by  law. 

The  lost  extension  of  the  charter  continued  the  hank  for 
forty  years,  from  tSSS  to  1938,  and  conferred  upou  it  the 

'  hiVJ.  MS. 
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monopoly  of  the  issue  of  legal  tcudtr  notes  iu  the  realm  of 
Portugal  aud  the  ueishboring  islands.  S«\*eu  other  banks, 
five  at  Oporto,  one  at  Br«ga,  and  otie  at  Guimaraes,  liad  the 
power  to  issue  notes  fur  circulation  within  their  respective 
districts,  which  were  not  received  by  public  depositaries. 
An  arrangement  of  July  8.  1891,  authorized  the  Bank  of 
Portugal  to  unify  the  circulation  and  substitute  its  own  notes 
for  three  of  the  other  banks.  The  bank  \%  managed  by  a 
governor  appointed  by  the  Treasur}'  for  three  years  and  a 
board  of  ten  directors  chosen  by  the  shareholders.  The  ac- 
counts of  the  bank  on  September  50,  1895,  showed  a  note 
circulation  of  55,000,000  mllrcis  (J59, 000.000),  protected  by 
a  specie  reserve  of  I2,400.ocx)  milreis,  of  which  only  4,850,- 
oDo  tnilreiis  ($5,250,000)  was  in  gold  and  7,550,000  milreis 
((8,150,000)  in  silver.  The  commercial  portfolio  amounted 
to  It. 300,000  milreis  and  the  current  accounts  to  1,300,000 
milreis. 

The  Banks  0/  Greece. 

Greece  has  three  bnnljs  of  i.'^sue, — the  Nalionnl  Bank  of 
Greece,  founded  in  1842  ;  the  Imiiau  Bank,  founded  in  1839  ; 
and  the  Epiro-Tbessaliau  Bank.  The  capital  of  the  Na- 
tional Bank  is  30,000.000  drachmas.  The  Ionian  Bank  bus 
its  liend  office  in  I..ondon  and  its  paid-up  capital  is  ^^315,507, 
or  7,887.687  draclimas.'  All  three  banks  have  been  dragged 
into  the  channel  of  forced  legal  tender  and  depreciated  mone>' 
by  the  enormous  debts  of  the  government  and  tlie  steadily 
growing  cnibarrassments  of  the  public  Treasurj-.  A  law  of 
June  3o,  1877,  gax'e  forced  legal  tender  quality  for  the  first 
time  in  recent  years  to  the  notes  of  the  National  Batik  to  a 
limit  of  47,000,000  drachmas  ($9,07 1 ,000)  and  to  those  of  the 
Ionian  Bonk  to  a  limit  uf  13,000,000  drachmas  ($3,316,000). 
The  money  was  restored  to  par  in  1884  at  a  heavy  expense 

'  The  coinage  S}-»Ui»«  of  Greece,  RoDuinnU,  RDlg«riA,  nnd  Scvi* 
art  tacli  based  upon  the  rrtncli  di-ciinal  8>Mciu  and  their  inoneiary 
unit  in  gold,  though  hanng  diffrrctii  iiamm.  w  *<|aiv8l«it  to  the 
fratic,  wliicb  hi  valued  by  the  Caitcd  States  Mist  at  uiaetccD  and. 
Ihrcc-tcQlhs  ccDtstfn.193.) 
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to  the  Treasury,  but  the  suspension  of  specie  payments  was 
thought  necessary  again  in  October,  1885,  and  authority  to 
issue  inconvertible  notes  was  extended  to  the  Kpiro-Thes- 
salian  Bank  as  well  as  to  the  other  two  banks.  The  Na- 
tional Bank  was  authorized  to  issue  notes  of  which  one-third 
should  be  covered  by  coin  and  bullion,  one-third  by  commer- 
cial paper,  and  one-third  by  securities.  The  government 
borrowed  from  the  bank  14,000,000  drachmas  in  gold  and 
required  it  to  hold  notes  subject  to  its  orders  to  the  amount 
of  70,000,000  drachmas.  The  bank  was  given  in  return  for 
these  advances  the  right  to  circulate  60,000,000  drachmas 
on  its  own  account  in  inconvertible  paper.  The  Ionian 
Bank  was  authorized  to  maintain  a  circulation  of  7,000,000 
drachmas,  of  which  2,000,000  should  be  on  account  of  the 
government,  and  the  Epiro-Thessalian  Bank  was  given  a 
maximum  circulation  of  5,000,000  drachms,  of  which  800,- 
000  should  be  on  government  account.  The  National  Bank 
was  also  authorized  to  circulate  7,000,000  drachmas  in  small 
notes,  and  each  of  the  other  banks  was  authorized  to  issue 
3.500,000  drachmas  in  such  notes.  The  metallic  reserve  of 
the  National  Bank  has  been  reduced  below  2,000,000  drach- 
mas ($400,000)  and  while  gold  sometimes  reaches  the  coun- 
try after  the  sale  of  the  crops  it  quickly  flies  abroad  again  or 
disappears  into  private  hoards.  The  price  of  gold  in  paper 
was  123  in  1889  and  1890,  140  in  1892,  180  in  1893,  and  200 
in  1894.' 

The  population  of  Greece  is  about  2,300,000,  and  the  an- 
nual budget  for  carrying  on  the  government  averages  about 
iQO,ooo.ooo  drachmas  ($20,000,000),  of  which  35,000,000 
drachmas  is  on  account  of  interest  on  the  debt.  This  in- 
terest has  not  been  paid  for  several  years  in  gold,  as  required 
by  the  contract,  but  desultory  eflForts  have  been  made  to  per- 
suade the  holders  of  the  securities  to  accept  new  securities  in 
payment  of  interest  or  to  permit  a  complete  readjustment  of 
Greek  finances.  The  British  holders  of  Greek  securities 
persuaded  the  London  Foreign  Office  in  1892  to  send  Major 


'  Raffalovicb,  Le  Marchi  Financier  en  1893-^,  231. 
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Law  to  Athens  to  study  the  nclual  condition  of  affairs  and  to 
determine  whether  the  go\-enimeiit  would  be  able  to  meet  '\\s 
obligntions.  Major  Law  made  a  report  to  the  Brili^Ji  minis- 
ter at  Athens  ttuder  date  of  March  lo,  1893,  recommending 
various  reforms  in  the  financial  syntcm.  He  showed  that  thc 
aggrcgatc  public  debt  onJimuar>-  1,  1893,  was  about  750,- 
000,000  drachmas  ($150,000,000  or  about  $60  per  head). 
Greece  imports  more  than  she  exports  and  the  acctimuhited 
deficits  in  the  annual  budgets  since  1877.  doe  to  the  premium 
on  gold  and  the  inefficient  methods  of  collecting  the  rev- 
enues, have  been  674,000,000  drachmas. 

Major  I^w's  recomnieiidatioiis  were  not  Adopted  mid  uo 
definite  plan  has  yet  been  perfected  for  the  restoration  of 
order  to  Greek  finance.  The  King,  in  his  speech  from  the 
throne  on  November  8,  1893.  afforded  striking  evidence  of 
the  depreciation  of  the  bank-notes  and  the  evils  which  have 
come  in  its  uaiu.  It  was  announced  that  all  the  subsidiarj- 
OMUS,  even  to  those  of  bronze,  had  disappeared  and  the  gov- 
eromeot  recotamcnded  the  coinage  at  Paris  of  nickel  pieces 
of  five,  ten,  and  twenty  centimes  to  supply  the  people  with 
small  change.  A  law  was  appro\'ed  December  i,  1893.'  pro- 
viding for  the  payment  of  50  percent,  of  the  interest  then 
overdue  on  the  public  debt  in  bank-bills,  for  future  payments 
in  the  proportion  of  30  per  cent,  in  gold,  and  for  covering 
directly  into  the  Treasury'  certain  funds  which  had  been 
pledged  as  the  guarantee  of  particular  loans.  This  legisla- 
tion led  to  protests  by  the  European  bond-holders  and 
several  abortive  efforts  to  readjust  the  debt.  Meanwhile, 
values  in  Greece  have  shrunk  225,oco,oc3o  drachmas,  the 
gold  drachma  has  risen  to  200  per  cent,  in  paper,  high  prices 
and  an  excess  of  paper  circulation  have  failed  to  stimulate 
exports,  and  raisins,  the  principal  article  of  export,  ha'\*e 
been  shut  from  France  and  their  exjiort  to  the  United  States 
has  been  rctluced  by  the  high  tariOs  which  those  countries 
have  established.' 

'  The  Greeks  MUl  adhete  lo  the  Jolian  cBlendar.    Tbe  ■ctunl  date  tiy 
tbcCregoriaticatcndnr,  inasciii  Western  Eurofic,  va*  December  ijtb. 
*  RAiTalorict) ,  Le  Marthl  Fiittncw  en  Ji9t-9§t  aS>-84. 
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One  oi  the  essential  defects  of  the  Greek  banking  system 
is  the  large  proportion  of  assets  required  to  be  locked  up  in 
mortgages.  The  law  requires  three-fourths  of  the  capital 
of  the  National  Bank  and  three-fourths  of  the  capital  and 
reser\-e  funds  of  the  Epiro-Thessalian  Bank  to  be  thus  in- 
vesleil.  The  English  bank  is  free  from  these  restrictions. 
The  go\-erament  is  not  a  shareholder  iu  either  of  the  banks, 
but  appoints  a  royal  commissioner  to  supervise  the  opera- 
lions  of  each  and  requires  the  publication  of  periodical 
r^twrts.  The  banks  pay  a  tax  of  five  per  cent,  on  their 
dividends  and  the  customary  house-tax,  and  transfer  public 
monies  free  of  charge.'  The  shareholders  are  liable  only 
for  the  amount  of  their  investment.  The  National  Bank 
has  twenty-six  branches  and  the  others  have  several  each. 

The  manner  in  which  the  resources  of  the  National  Bank 
have  been  absorbed  by  the  government  and  by  mortgage 
investments  is  indicated  in  a  striking  manner  by  the  bal- 
tuiw  sheet  for  October  i,  1895.  The  total  liabilities  were 
■'-*7.-53'*>35  drachmas  (about  $47,700,000  in  nominal  gold 
value,  but  about  half  this  amount  in  silver  or  paper). 
TUcse  liabilities  comprized  106,252,864  drachmas  in  circulat- 
ing notfs,  7,000,000  drachmas  in  small  notes,  94,727,724 
»ii;iclmi:is  iu  deposits  and  current  accounts,  11,500,000 
diaolmias  on  account  of  reser\'e  fund,  and  the  remainder  on 
iu\»unt  of  capital  and  other  smaller  items.  The  resources 
fur  mwtiug  this  mass  of  liability  included  1,852,396  drachmas 
ill  ciiNh,  2,965,500  drachmas  in  the  notes  of  other  banks, 
H.ti3H,462  drachmas  in  foreign  credits,  10,430,598  drachmas 
in  iidvauces  to  the  government,  38,487,457  drachmas  in  gov- 
I'rnincnt  bonds,  28,435,445  drachmas  in  sundry  loans  to 
public  IxHlies,  38,818,548  drachma.s  in  advances  on  first 
mortgages,  77,787,754  drachmas  on  forced  currency  and  Tiotes 
of  one  and  two  drachmas,  and  only  12,091,897  drachmas, — 
or  alKJut  one-twentieth  part  of  the  assets, — in  unmatured 
commercial  bills. 

The  condition  of  the  Ionian  Bank  more  nearly  conforms 


'  Letter  of  Minister  E.  Alexander,  Comptroller's  Report,  1895,  84. 
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to  sound  bflnkiug  principle's.  The  total  liabilities  on  Sep- 
tember 1,  1893,  were33,763.979<lrachmas,  of  which  7,887,687 
(iraehnias  was  011  account  of  capttsi,  8,566,061  drachmas 
iv:l$  for  circulation,  3,495,298  diachmas  for  small  notes, 
3,831.876  (Iraclimas  fur  current  accounts,  aiid  8.150.292 
Uraclmias  for  interest- bearing  deposits.  The  ass(^ts  lucludcd 
403.578  liracbtnas  in  cash  oa  hand.  330,874  dTuclimus  cash 
in  IfOndon,  1,363,833  drachmas  iu  noteii  of  other  banlcs, 
3.670.668  dmchmas  in  investments  in  London.  5,412.908 
drachtnas  in  commercial  bills,  10,463,647  drachmas  advanced 
oti  securities  and  mortgages,  3,894.280  drachmas  in  loons  to 
the  gov'emmenl  on  forced  curreucj-,  aiid  3,499,999  drachmas 
in  loans  on  small  notes. 


"Du  Imptriai  OUomaH  Bank. 

The  Imperial  Ottouinn  Bank  at  Constantinople  received 
the  exc1us\*e  privilege  of  note  issue  in  Turkey  when  it  was 
fonndc<l  in  1863.  The  capilal  was  furnished  by  British  and 
French  capitalists  and  was  originally  ^3,700.000.  This  was 
incresised  in  1865  to  ^4.050,000  and  in  August,  1874.  by  the 
iibsorption  of  the  Austro-Ottoman  Bank,  to  ^10.000.000,  of 
which  half  has  been  paid  up.'  The  first  charter  was  for 
thirty  years,  but  a  new  convention  of  Pebruarj"  17,  1S75, 

slouged  the  privileges  of  the  bank  for  an  additional  period 
twenty  years,  until  1913.  The  bank  is  required  to  main* 
tain  a  cash  reserve  equal  to  onc-tliird  of  its  circulating  notes 
and  these  notes  must  be  paid  in  coin  to  the  bearer  on  pres- 
entation. They  are  a  legal  tender  in  the  districts  in  which 
ihcy  arc  issued  and  where  the  branches  of  the  bank  are 
estabIi^lled.  The  go\-cntracnt  is  jjledgcd  by  the  charter  to 
issue  no  paper  money  during  the  coatiauance  of  the  bank 
and  to  authorize  the  creation  of  no  other  bank  or  establish- 
ment with  hke  privileges.  The  notes  of  the  bank  are 
receivable  at  public  depositaries  and  a  large  part  of  its  fuuo 
tious  relate  to  iu  duties  as  financial  agent  of  the  Turkish 
government-     A  new  convention  was  concluded  with  the 

'  Rtvmf4«i  BttH^tus,  Uaj,  18951  XIV.,  100. 


282 


n I  STORY  OF  MODERK  BASKS  OF  ISSUE. 


government  for  a  period  of  six  yoare  iu  1893.  for  llie  purpose 
of  regulating  the  advances  by  tlie  bank  to  the  Treasury. 
The  maintcnanct;  of  a  floating  debt  is  a  »ecea»ar>'  feature 
of  the  present  methods  of  taxation  iti  Turkey,  as  most  of 
the  revenue  is  obtained  by  a  levy  upon  the  land  and  croi>s 
and  is  not  paid  until  after  the  crops  arc  harvested.'  The 
advances  to  the  government  arc  largely  reimbursed  tvheii 
the  taxes  are  collected.  The  total  advances  on  Jiuiuar>-  i. 
1895.  wcre^i.558.927. 

The  Turkish  people  liave  not  yet  become  large  user*  of 
bank-note:*  and  are  easily  excited  to  distrust.  This  happened 
in  the  stunuier  of  1894,  when  some  forged  notes  were  found 
in  circulation  and  the  public  presented  ^aiS.ooo  for  redemp- 
tion within  a  n-eek.  The  circulation  at  the  head  office, 
which  was/!i49,ocx3  during  the  first  week  in  June,  fell  to 
^66,000  during  the  first  week  of  July.  The  circulation  of 
the  bank  u-as  as  high  as  ^^990,000  iu  1893,  but  was  only 
^838,797  at  the  close  of  1894.  The  experience  of  this  run 
taught  the  management  the  importance  of  maintaining  a 
strong  coin  reserve  and  prepared  them  for  the  run  which  set 
in  during  the  political  disturbances  growing  out  of  the  Ar- 
menian massacres  In  the  autumn  of  1895.  The  government 
offered  the  bank  the  privilcgeoi  suspending  specie  paynieiits 
for  thirty  days,  but  the  offer  was  declined  and  j^i.^oo.ocxi  in 
gold  was  obtained  early  in  November  from  the  Bank  of 
France.  The  Imperiul  government  were  so  pleased  with  the 
spirit  shown  by  the  bank  tliat  the  clmiter  wa.<i  extended  for 
tweU'e  years,  until  1925.*  The  cash  in  hand  at  Constanti- 
nople and  the  branches  was /i, 746,905  on  January  i,  t895, 
and  ^1,907,000  on  July  31,  1895.  The  bank  also  held  Eng- 
lish and  French  government  securities  on  January  1,  1895, 
to  the  amount  of  ^1.510,007. 

The  bank  has  been  extending  its  branches  of  late  years  and 
has  been  finding  them  more  profitable  as  their  convenience 
to  commerce  has  oome  to  be  understood.    Branches  exist  at 


■  London  Bantitrt'  Magaxime,  Ovc,  1895,  UC,  706. 
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lyrna,  Bagdad,  Aleppo,  and  Alexandria,  ami  Uiose  at 
Smyrna  and  Bagdad  showed  a  malcml  increase  of  business 
during  i8<)3  and  1894.  Tlie  numlier  of  brunches  j<xs^  from 
fourteen  iu  1883  to  twenty-eight  in  189+,  and  an  encouraging 
feature  of  this  development  has  been  the  fact  that  increased 
advance!!  of  capital  by  the  parent  bank  ha\x  not  been  required 
at  the  branches  inproporliou  to  the  increiuting  volume  of  busi- 
ness, but  the  capital  has  been  furnished  by  the  conitu unities.' 
The  growth  of  deposits  has  also  been  an  encouraging  feature 
of  the  biiilory  of  the  bank,  the  amount  having  increased  from 
about  j^S.ooo.ooo  of  all  classes  in  tSgj  to  /'8,5s6,469  in 
current  accounts  and  ^1,437.196  for  fixed  terms  on  jnnu.irj- 
*i  1895,  The  private  securities  held,  representing  the  com- 
mercial portfolio,  were  ^^3.493.847  ;  the  advances  on  securi- 
ties were  ^4.920.796  ;  and  the  current  accounts  of  sundries 
were  ^4,679.364.  Business  conditions  were  not  favorable 
in  Turkey  during  1894,  but  some  con%'eTsions  of  the  public 
debt  and  other  Ur^e  financial  transactions  enabled  the  bank 
to  show  net  profits  of  /'4S7.840  and  to  pay  a  dividcud  of 
eight  per  cent. 

The  Bttnki  of  Houmania,  liitlgaria,  and  Servia. 

The  National  Bank  of  Konmania  was  founded  in  1880 
with  the  exclusive  privilege  of  isstiiug  notes  payable  to 
bearcruntil  December  31,  1912.  The  capital  is  30,000,000 
lei  ($6,000,000)  of  which  j3.cxx>,ooo  lei  have  been  paid  in. 
A  third  of  the  capital  is  furnished  by  the  go\'enimeiit  and 
the  other  two-thirds  by  individuals.  A  metallic  reserve  of 
at  least  one-third  of  tlie  note  issues  is  required  and  no  bill 
can  be  issued  below  twenty  lei  ($4).  The  entire  cinMilation 
must  be  covered  by  securities  which  are  readily  negotiable, 
but  Ihirtj-  percent,  of  the  metallic  reseri'e  may  be  repivsenled 
by  foreign  bills  of  exchange.*    The  circnhition  on  Scp- 

'LondoQ  Santtrt  Magasint, Ko^.  1895,  LX.,  3j3. 

■Wvy,  335.  Tbc  ^M  itandard  woa  adoptctl  in  KoumantalTTtbdaw 
of  March  3,  1890.  The  nuit  in  llic  three  Slavic  countries  ittbcequiT- 
aivnt  of  the  French  franc  (fo.  193). 
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tember  30,  1895.  was  139,900,000  lei  ($27,000,000),  the  gold 
reserve  was  63,700,000  lei,  and  the  foreign  drafts  were  9,700,- 
000  lei.  The  domestic  discounts  were  21,900,000  lei ; 
advances,  17,800,000  lei ;  and  current  deposit  accounts, 
io,2oo,cxx)  lei.  The  government  of  Roumania  issued  paper 
money  soon  after  its  establishment  in  1878,  guaranteed  by 
the  public  domains  to  the  amount  of  26,200,000  lei,  and  the 
National  Bank  was  charged  with  the  withdrawal  of  this 
paper  and  the  substitution  of  its  own  notes.  The  amount 
of  this  special  issue  has  been  gradually  retired  and  the  bank 
reimbursed  by  the  government  until  it  has  disappeared. 
The  net  profits  of  the  bank  in  1894  were  3,203,000  lei.' 

Tlie  bank-note  circulation  of  Bulgaria  is  issued  by  the 
Niitioiial  Bank,  which  was  founded  on  February  8,  1885,  hs 
llii:  govcnunent,  with  a  capital  of  10,000,000  lei  ($2,000,- 
tutii)  ill  gold.  The  bank  has  the  exclusive  privilege  of  issu- 
ing niitfs,  and  they  are  received  in  the  public  depositaries 
itiid  ii)  all  other  offices  of  the  government.  It  is  required 
to  lidlil  a  cash  reserve  in  gold  equal  to  one-third  the  value 
(if  the  notes  in  circulation  and  to  redeem  the  notes  on  demand 
111  the  central  office  or  at  any  of  the  branches.  The  gov- 
ernor <if  the  bank  is  named  by  the  Prince  upon  the  nomina- 
tion of  the  Minister  of  I-'tnance  and  four  administrators  are 
iip]i<tintcd  in  the  same  way.  The  goveniment  is  represented 
by  two  delegates,  one  a  counsellor  of  the  court  of  accounts 
and  the  other  a  member  of  the  ministry  of  finance,  who 
exorcise  official  supervi.sion  over  the  operations  of  the  bank. 
Tlie  circulation  of  the  bank  on  July  14,  1895,  was  only  2,- 
_l(x»,t)(o  levs  ($444,000),  the  cash  reser\'e  was  4, 100,000  levs, 
the  portfolio  of  commercial  pai)er  19,300,000  levs,  and  the 
current  accounts  40,900,000  levs. 

The  bank-note  circulation  of  Rervia  is  issued  by  the 
National  Bank  of  Ser^'ia,  which  was  established  by  the  law 
of  January  6,  1883,  subsequently  nio<lified  by  the  law  of  Sep- 
tember 23,  1885,  The  capital  of  the  bank  is  20,000,000 
dinars  ($4,000,000).     The  privilege  of  the  bank   is  fixed 

I  Hcvue  dfs  Banques,  April,  1S95,  XIV.,  71. 
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for  Iwenly-five  ycais  and  tnclud»  tbc  monopoly  of  note 
issues.  The  notes  of  ten  dinnr^  ($])  are  redeemable  in 
Rlv«r  and  those  of  larger  denominations  in  gold.  Tbc 
bank  isnutliorized,  however,  to  redeem  in  silver  at  its  mnrket 
\'alue  in  a  proportion  fixed  by  the  Minister  of  I'inauce  upon 
tbe  special  petition  of  the  bank.  Silver  may  also  he  substi- 
tuted for  gold  to  ihc  amount  of  not  more  than  twcnty-Qvc 
per  cent,  of  tlie  cash  n;ser\'e  and  the  bank  is  not  penniited 
to  increase  its  note  issues  above  ti.To  and  a  half  timts  its 
reserve  The  provision  that  the  notes  may  be  redeemable 
in  part  in  silver  has  ted  to  a  degree  of  distrust  of  tlie  note 
issues  somewhat  similar  to  that  which  existed  in  18^3  in  the 
United  States  regardiug  the  notes  issued  under  the  Sher- 
man law.  The  distrust  went  far  enough  in  Scr^'ia  to  send 
gold  to  a  premium,  in  spite  of  the  fuel  thut  the  buuk 
offered  to  pay  loo  francs  in  gold  for  1 15  francs  in  silver  or 
in  notes  redeemable  in  silver.  This  did  not  accord  witli 
the  market  value  of  silver,  but  it  was  fearwl  that  tbe  gold 
reserve  of  the  bank  would  become  cxbaustcd  and  that  gold 
payments  would  be  suspended.  The  circulntioa  of  tbe  banfc 
ou  September  22,  1S95,  was  26,600,000  dinars  (fo, 134,000), 
protected  by  a  specie  reserve  of  10,800,000  dinars,  of  which 
6,  ioo,ocx>  dinars  was  to  gold  and  4,700,000  dinars  in  silver. 
The  discounts  were  7,900,000  dinars,  and  ciurent  aocouat» 
1,300,000  diuars. 


CHAPTER  XIII. 

THE  BANK  OF  THK  UNITED  STATES. 

Banks  of  Issue  before  the  Adoption  of  the  Constitution — Hamilton's 
Plan  for  the  First  Bank  of  the  United  SUtes— The  Struggle  over 
a  New  Charter— The  Second  Bank  of  the  United  States  :  Its  Early 
Errors  and  its  Economic  Services — The  Bank  Dragged  into 
Politics  by  Jackson  and  Clay— Jackson's  Triumph  and  the  Re- 
moval of  the  Deposits — The  Independent  Treasury  System. 

THE  pathway  of  American  colonial  history  is  thickly 
strewn  with  the  failures  of  government  paper  money, 
which  might  have  afforded  an  instructive  lesson  to 
the  Continental  Congress  against  its  issues  of  Continental 
bills.  Several  cases  are  found  also  of  issues  on  private  bank- 
ing credit,  but  they  were  not  based  on  sound  banking  prin- 
ciples and  do  not  shine  greatly  by  comparison  with  the 
imrestrained  issues  resting  on  the  fiat  of  the  State.  The 
"  Land  and  Manufactures  Bank,"  established  in  Massachu- 
setts in  1740,  did  not  pretend  to  do  better  than  issue  notes 
redeemable  in  goods,  but  they  stood  for  a  time  so  much 
higher  than  "  Massachusetts  bills  "  that,  in  spile  of  the  hos- 
tility of  Governor  Belcher,  merchants  specially  advertised 
goods  to  be  sold  for  "  Manufactory  bills."  '  In  Connecticut 
in  1733  the  New  London  Society  for  Trade  and  Commerce 
circulated  notes  which  were  current  until  prohibited  by  the 
authorities,  and  in  New  Hampshire  a  company  of  ' '  private 
gentlemen  "  attempted  to  meet  the  demand  for  a  circulating 
medium  by  an  issue  of  bills.  Most  of  these  schemes,  in- 
cluding that  of  the  specie  bank,  formed  to  counteract  the 

'  Weeden,  487.  j/f 
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^oiicl  and  Manu&cturcs  Hank,  fvU  uader  the  prohibition  of 
the  Joint  Stock  Companies'  Act.  Tliis  act  was  passed  in 
EiiRlaiid  after  tlic  bursting  of  the  South  Sea  Bubble  in  1720 
and  forbade  the  formation  of  banking  companies  without  a 
special  cti:irter,  but  it  was  not  until  1740  that  it  was  declared 
by  Parliament  to  extend  to  the  colonies. 

Tlic  history  of  banks  of  issue  in  the  United  States  can 
hardly  be  said  to  lia\'c  bcguu,  however,  until  the  foundation 
of  the  Bank  of  Pennsylvania.  The  l>ank  originated  in  the 
plan  of  a  number  of  citizens  of  Philadelphia  to  supply  the 
army  with  rations,  and  their  6r9t  bills,  issued  iu  1780,  were 
nothing  more  than  interest-beariog  notes  payable  at  a  future 
time.  The  advances  in  Continental  money  made  by  the 
shareholdens  were  secured  by  bills  of  exchange  for  ^'150,000 
drawn  on  the  envoys  in  Kuropc.  but  not  intended  to  be 
negotiated.'  Approval  was  given  by  Congress  May  26, 
1781,  to  the  plan  of  Robert  Morris  for  the  Bank  of  North 
America,  with  a  capital  of  $400,000,  to  beincreasedif  de&ired. 
Morris  arranged  with  the  Bank  of  Pennsylvania  to  transfer 
the  foreign  bills  it  was  holding  to  the  new  bunk  and  puid  in 
ca>ih  its  claims  again<tt  the  Federation.  The  charter  of 
the  Bank  of  Xonh  Americti  was  not  actually  granted  until 
December  31,  1781,  and  business  was  begun  January  7,  1782. 
There  was  so  much  doubl  of  the  power  of  Congress  to 
charter  a  hank  that  s  charter  was  obtained  April  i,  1783, 
from  the  State  of  Pennsylvania,  under  which  the  hank  con- 
tinued to  operate  until  absorbed  into  the  national  banking 
system  in  1863.  The  bank  did  much  to  restore  order  to  the 
chaos  of  Federation  finances  and  loaned  Morris,  ax  Superin- 
tendent of  Finance,  $1,249,975,  of  which  $996,5.^1  was  repaid 
in  cash  and  the  rentainder  by  surrendering  the  bank  stock 
owned  by  the  Federation.  The  government  had  originally- 
paid  for  its  stock  iu  silver  brought  from  France,  but  this 
silver  was  infinitely  more  productive  by  the  skilful  manage- 
ment of  the  bank  tlian  it  could  ever  have  been  if  cox-ered 
into  the  public  treasury.  Livingston  wrote  to  Dana  Decem- 
ber 17,  1782  : 

'  Sunnier.  Finavcft  of  the  Amtritau  ftei-i^Htion,  11..  33, 


;3S       ^TTvyrr  of  modern  banks  of  issue. 

P^pig  »  eagugh-  oot  of  circalation,  if  we  except  the  bank  paper, 
«!ltc!i.  Vm^  pMnble  at  aight  in  specie,  is  equal  to  it  in  value.  So 
<ex!m»««  &tt$  ^a  ciicnlation  been  that  the  managers  not  long  since 
TMt>U£ibekl  X  lafCtibntion  of  the  first  half-year's  dividend  at  four  and  a 
ilaif  9«r  ixvL  aotwithstanding  a  variety  of  expenses  to  which  they 
Itei  ^>Ma  puE  is  tbe  first  organization  of  the  bank.' 

Tbw  orst  Bank  of  the  United  States  was  incorporated  by 
rie  First  Coogicss  in  1 791.'  as  a  part  of  the  scheme  of  Alex- 
4ad<er  Hunilion  to  strengthen  the  new  Federal  government. 
"niose  who  had  opposed  the  adoption  of  the  Constitution 
b«oi.tK$e  of  its  centralizing  tendencies,  and  some  of  those  who 
tu-i  sapported  it,  opposed  the  granting  of  the  bank  charter 
o^va  the  groond  that  the  Constitution  contained  no  express 
jnut  to  Congress  of  the  power  to  estabhsh  a  corporation. 
Tthiur  ailment  was  that  the  case  fell  plainly  within  the 
rul«  sab(«qnently  embodied  in  the  tenth  amendment  to  the 
v\>astttuttoB,  that  "The  powers  not  delegated  to  the  United 
:?tat«s  by  the  Constitution,  nor  prohibited  by  it  to  the  States, 
anf  rwtrveJ  to  the  States  respectively  or  to  the  people." 
l*t«*idwit  Washington  obtained  the  opinion  of  the  members 
*?t  th<f  v.-*hinet  before  signing  the  bill.  The  opinions  of 
JttKt^'U  And  Edmund  Randolph  were  adverse  to  the  con- 
st::u:u>iw'ity  of  the  measure  ;  but  Washington  followed  the 
jv'vivv  t.>t'  Hamilton,  his  brilliant  young  Secretary  of  the 
l^va^my,  ami  gave  the  bill  his  approval. 

riiv  -.Mptal  of  the  Bank  of  the  United  States  was  fixed  at 
jlio.vvwvvw  divided  into  25,000  shares  of  £400  each.  The 
j>!vtvvtiv«n  of  small  investors  in  bank  stock  was  sought  by  a 
i;;.(J.iuttf\l  jicrtle  of  voting  which  did  not  permit  more  than 
thiUN  vvtcs  to  any  shareholder.  Foreign  shareholders  were 
iK^t  *lU»>vvvl  to  vote  by  proxy,  which  practically  prevented 
tlwu  \^ti^^li  at  nil.  The  number  of  directors  was  fixed  at 
t\\v»\(v  C\\-r,  Vfho  must  be  citizens  of  the  United  States  and 
tK't  H»<^re  than  three- fourths  of  whom  were  eligible  for  re- 
vUN"tt»^K  The  bank  was  not  forbidden  to  loan  on  real 
v^tAtf  wvtiritv.  hut  could  not  become  an  owner  of  real  estate 

WhartWi.  rHfJomatif  Correspondence,  VI.,  146. 
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eyond  wlint  was  needed  for  banking-  hoiises)   untesii  llie 

^property  came  into  its  hands  in  saliafaction  of  uiortgagea  or 
jud^tiienU.'  The  only  liiuitatiou  upon  QOt«  issues  was  that 
which  limited  all  debts  other  than  deposits  to  the  nmount  of 
the  capital  stock.     Tlie  notes  were  receivable  for  dues  to  the 

tjovemment  so  long  as  they  were  ledetmaWe  in  coin  on  dc- 
eiand.  The  charier  was  granted  for  twenty  years,  with  the 
pronsion  that  Congress  should  not  charter  another  bank 
within  that  time.  This  was  far  from  implying  a  monopoly 
of  note  issues,  for  the  State  hanks  were  tii  uo  way  disturbed 
in  their  privileges  and  methods  except  so  far  as  the  new 

^institution  by  itsexample  acted  as  a  regulator  of  the  ciirrencv-. 
tts  targe  capital  and  pre-eminent  position  opvrattxl,  and  u'ere 
intended  to  operate,  to  give  it  such  aconimaudiiig  position 
as  wasoGCupied  1^  the  Bank  of  England  among  the  country 
banks  of  tliat  oountr>-. 

The  charter  provided  that  one-fifth  of  the  capital  should 
be  subscribed  by  the  gov'emineut  of  the  United  States,  but  a 
loan  was  to  be  made  to  the  govcrtuncnt  equal  to  the  amount 

kwibscribed.  to  be  repaid  in  ten  annual  instalments  of  1^200,- 
000  each,  with  interest  at  six  per  cent.  No  other  loans  wen: 
to  be  made  to  the  government  exceeding  $100,000  without 

.authority  of  law.  The  practical  effect  of  the  government 
foldings  of  stock  was  simply  to  give  the  bank  the  note  of 
the  government  for  its  final  payment,  but  as  the  bank  vess. 
forbidden  to  deal  in  its  own  stock  the  process  of  issue  of  the 
govemmest  stock  was  somewhat  complicated.  It  irould 
have  been  useless  for  the  government  to  draw  money  from 
Europe  to  pay  into  the  treasur>-  of  the  bank,  to  be  immedi- 

ratcly  drawn  out  again  and  remitted  to  Europe  for  charges 
there.  The  course  adopted  was  for  the  Treasurer  of  the 
United  States  to  draw  bills  of  exchange  on  the  American 

tConunissioners  ia  Amsterdam  for  the  amount  required  to 

'  It  isatKuifinnt  of  Hatniltoa's  growing  ramilinrity  nhb  finance  tltot 
lie  clid  not  nvivc  tfar  ptoJFCt  of  Ibe  bank  of  iMti«  twsed  upon  landed 
•cciuity  which  bad  attracted  biin  a  f«w  ycon  before,  but  Laid  down 
bis  report  ttic  coiriKt  tlicory  of  a  credit  cunracy  based  upau  qtdck 
tSa.—Workt,  III., 106-107. 
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pay  tlie  bank.  The  bills  were  purchased  by  the  bank  and 
wanrants  issued  in  favor  of  the  Treasury  upon  the  bank, 
thereby  placing  the  amount  in  the  Treasury.  Other  war- 
tiuits  were  then  issued  tipon  the  Trcasur>-  m  favor  of  the 
bank  for  the  amount  of  the  subscription  to  the  stock,  which 
the  bank  receipted  for  as  paid.  The  stock  liaving  lieen  thus 
paid  for  in  accordance  with  law,  the  bank  loaned  f  j.ooo,- 
ooo  lo  the  govenjmcnt  in  accordance  with  the  act  of  incor- 
poration by  banding  over  the  bills  of  exchange  originally 
dmwn  by  the  Treasury  on  Amsterdam.' 

The  BaukoflheVnited  States  was  authorized  to  establish 
offices  of  discoant  and  deposit  in  the  several  States  and 
$4,700,000  of  the  capital  was  reser\'ed  for  the  central  bank 
at  Philadelphia.  The  remainder  was  divided  among  eight 
branches,  established  eventually  at  New  York.  Baltimore, 
Boston,  Washington,  Norfolk.  Charleston,  Savannah  and 
New  Orleans.  Private  subscriptions  were  required  to  be 
paid  one-fourth  in  gold  and  stiver  and  three-fourths  in  six 
per  cent,  gox'emment  stocks  or  in  three  percent,  stocks.  Thp 
capital  was  o^-er-subscribed  to  the  amotmt  of  four  thousand 
shares  within  two  hours  after  the  opetiiug  of  the  hooks. 
Oliver  Wolcott,  who  afterwards  succeeded  Hamilton  tisSecre- 
mry  of  the  Treasxirj-,  was  offered  the  presidency,  but  de- 
clined, and  Thomas  Willing  of  Philadelphia  was  selected. 

The  bank  was  more  successful  in  its  cximmcrdal  dealings 
than  in  obtaining  prompt  payment  of  its  advances  to  the 
gowmmeiU.  No  regular  reports  were  made  to  the  Treasury 
Department,  but  the  report  comnuuiicatcd  to  Congress  by 
Secretary  Gallatio  for  Januar>-  24,  iSii,  showed  rcsaurccB 
of  $34,183,046,  of  which  the  leading  Items  were  $14,578,394 
ill  loans  and  discounts,  $3,750,000  in  United  State  six  per 
cent-  stock,  and  $5,009,567  in  specie.  The  leading  items  of 
liability  were  $10,000,000  00  account  of  capital.  $5,037,135 
in  circulaiitig  notes,  $5,900,423  in  indiv-idual  deposits,  and 
$1,939,999  in  United  States  deposits.  The  average  annual 
dividends  paid  up  to  March,  1809,  were  over  eight  per  cent. 
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The  bank  made  several  loans  to  the  gOTenuncnt  in  anttci- 
patioa  of  the  revenues  early  in  its  career.  They  were  cot 
promptly  paid  and  the  debt  of  the  government  to  the  banlc 
at  the  end  of  1797  was  5^.556.595,  which  increased  at  the 
end  of  1795  to  $6,200,000.  An  attempt  was  made  to  scU 
government  Eve  percent.stock,  but  only  $t  30,000  was  realized 
and  it  became  necessary'  for  the  government  to  pnrt  with  one 
of  iti«  most  valuable  assets, — its  !^harcs  in  the  Uanlc.  The 
thin!  and  fourth  iiu^alnicnts  of  the  original  Sz.ooo.ooo  loan 
to  the  go\'enimeiit  were  not  paid  until  1 797,  when  3 1 60  shores 
of  the  gOT'cmraent  stocic  %vere  sold  at  $500  per  share  (a  pre- 
mium of  $too)  and  the  proceeds,  $1,080,000,  were  applied 
to  these  two  iuHtalmenLs  and  to  other  obligations  of  the  gov- 
«rameat  to  the  bank.  Six  hundred  aiid  tweuty  more  shores 
were  sold  soon  afterwards  for  $304,360  and  in  1803  the  re- 
maining shares  were  sold  at  an  advance  of  forty-'fiw  per 
cent,  and  the  government  ceaaed  to  be  a  stock-holder. 
Secrelar>'  Gallatin  rcportwl  in  1809  that  the  government 
made  a  profit  of  $67 1 ,860  on  the  sale  of  its  shares,  besides 
receiving  dividends  nt  the  rate  of  abont  eight  and  three- 
eights  per  cent,  annually.  The  aggregate  payments  by  the 
go\'en»racnt,  incUiding  interest,  were  $2,636,427.  while  the 
proceeds  and  di\*idcnds  together  were  $3,773,580.  reprcsent- 
iDg  a  profit  of  nearly  fifty-seven  per  cent,  on  the  original 
inTestment  for  the  eleven  years  during  which  the  government 
was  3  shareholder.' 

Opposition  to  the  Bank  of  tbe  United  States  did  not  die 
OQt  with  Washington's  administration  nor  with  its  large 
advances  to  the  government.  The  conception  of  the  func- 
tions of  a  bank  which  tlitn  prevailed  is  indicated  by  Presi- 
dent Jefferson's  letter  of  July  13,  1803,  to  Gallatin,  in  which 
he  declared,  "  lam  decidedly  in  favorofmakingalttbelMinks 
republican  by  sharing  deposits  among  them  in  proportion  to 
the  dispositions  they  show."  The  bank  had  a  steady  friend 
in  Gallatin,  however,  and  he  not  only  continued  to  avail 
himself  of  its  assistance  in  the  6scal  operations  of  tbe 


■  Stn.  Ss.  Doc  3S,  53d  Coag.,  id  Scm.,  34. 
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government,  but  induced  Jefferson  to  approve  a  bill  estab- 
lisbing  a  branch  at  ^ew  Orlenns. 

Tbe  charter  of  the  bauk  was  to  expire  in  iSii  and  the 
sbarebotders  petitioned  in  iSoS  for  a  renewal.  The  proposal 
was  strongly  supported  by  Callatin  in  a  report  of  March  9, 
1809,  revievring  the  entire  hi<)tory  of  the  bank.  He  recom- 
mended that  the  capital  be  increased  to  $30,000,000,  with  a. 
view  to  lending  tbree-fiflbsof  theamoiiut  to  the  govenimeilt 
in  case  of  war,  and  that  the  States  be  allowed  to  subscribe 
$15,000,000.  The  advantage  deri^'ed  by  the  government 
from  the  existing  bank  he  classified  under  the  four  heads  of 
safe  keeping  of  the  public  monies,  transmission  of  public 
monies,  collection  of  re^-enue.  and  loans.'  Congress  was 
not  disposed  to  adopt  so  comprehensive  a  scheme  as  this, 
but  theoretical  opposition  to  the  bank  had  so  far  yielded  to 
practical  consideratious  tbat  the  terms  of  a  contract  were 
arranged  for  a  new  charter,  which  received  the  approval  of 
the  House  on  April  31,  1810,  by  a  vote  of  75  to  35.  It  was 
the  fatal  incapacity  of  the  Kteventh  Congress  to  take  positive 
action  which  pre\-ented  the  taking  up  of  the  bill  again,  and 
gave  the  State  bankers  time  to  organize  an  opposition  and 
instruct  their  senators  against  re-charter.' 

The  cliartcr  was  <^pused  at  the  next  session  not  ooly  by 
the  advocates  of  strict  construction  of  the  Constitution,  but 
by  party  factions  opposed  to  Gallatin  in  the  Cabinet  and  the 
Senate.  William  Duane  and  Micliacl  Leib  had  attempted  to 
dictate  the  Federal  appointments  in  Philadelphia  and  upon 
Gallatin's  refusal  to  submit  became  his  tntter  enemies.  They 
were  supported  in  the  bank  contest  by  a  Maryland  clique 
headed  by  Robert  Suiitli.  the  Secretary  of  State,  aiid  Sena- 
tor Samuel  Smith,  his  brother.  The  fact  that  about  iSoo 
of  the  3500  shares  were  held  abroad  was  made  tlie  occnsion 
of  bitter  attacks  upon  the  baiik.  A  type  of  this  sort  of  op- 
ixjsition  was  the  speech  of  Mr.  Dcslia  of  Kentucky,  in  the 
House  on  February  13,  181 1,  in  which  he  declared  that  this 
accumulation  of  foreign  cajdlal  was  one  of  the  engines  for 

<  Sleveas,  361. 
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ovcirtuniing  civil  libcrtj*  and  that  lie  bsd  no  doul>t  George 
III.  was  a  principal  stock-tiolder  and  would  aatliorize  his 
agent  in  this  country  to  bid  milUoas  for  a  renewal  of  the 
charter.'  Gallatin  had  anticipated  this  ground  of  hostility 
in  hiti  report  to  Congress.  He  called  attention  to  the  fact 
that  the  foreign  shareholders  had  no  vote  and  that  if  the 
charter  was  rnit  renewed  the  principal  of  the  foreign  hold- 
ings would  have  to  be  remitted  abroad  in  liquidation  of  the 
affairs  of  the  bank. 

William  H.  Crawford  of  Georgia  was  the  champion  of 
Gallatin  and  the  bank  in  tlie  Senate  and  his  able  argument 
'Commended  him  to  the  administration  and  made  hiiu  a  strong 
candidate  in  later  years  for  the  presidency.  Uenry  Clay  held 
that  Congress  had  no  power  to  create  the  bank  or  tocootinne 
it,  and  followed  the  leanings  of  Mr.  Desha  in  the  opinion 
that  in  ca^ie  of  war  with  England  "the  English  premier" 
would  exercise  control  over  the  institution.  The  House  on 
January  14,  181 1,  postponed  indefinitely  the  bill  for  renew- 
ing the  charter  by  a  vole  of  65  to  64.  The  vole  in  the  Sen- 
ate on  Februar>'  20th  was  17  to  17,  and  the  Vice-President, 
George  Clinton,  an  enemy  of  Gallatin,  ga^-c  tlic  casting  vote 
against  the  bill.  "  The  necessity  for  such  an  institution," 
says  Mr.  Henry  Adams,  "  was  merely  one  of  the  moment, 
but  in  the  period  of  national  history  between  1790  and  1860, 
tiie  year  1811  was  perhaps  the  only  moment  when  destruc- 
tion of  the  bank  threatened  national  niin.'"  The  govem- 
uicni  was  compelled  to  rely  in  the  war  of  i8ij  on  the  State 
banks,  and  their  suspen^on  of  specie  pa>-mcnts  in  1814  al- 
most paralj'zed  the  operations  of  the  Treasury.  It  became 
impossible  to  make  transfers  of  funds  from  one  part  of  the 
Union  to  another,  because  the  notes  of  the  banks  of  one  sec- 
tion did  not  pass  airnrnt  in  other  sections.  Gallatin  has  left 
on  record  tlic  opinion  that  the  suspension  of  specie  pa>Tncnts 
in  1814  "might  have  been  prevented  at  the  time  when  it 
took  place,  had  the  former  Bank  of  the  United  States  been 
still  in  existence. "     He  believed  that  the  bank  would  have 


'  White.  a«$. 
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aided  tlie  trenRim-  nnd  lliat  "  botli  BCfing  in  concert  trould 
certainly  liave  beeu  able  at  least  to  retard  the  event ;  and,  as 
tbc  treaty  of  peace  was  rati&cd  within  Ics-s  than  six  months 
oiler  the  sospensioa  took  place,  that  catastrophe  would  have 
l>een  altogether  avoided." 

The  uecessity  for  means  of  can^'ing  on  the  war  with 
Great  Britain  led  to  a  great  variety  of  odd  proposals  in  Cou- 
gress  after  the  stispensioD  of  1814.  One  of  the  crudest  of 
these  was  a  plan  of  ex-President  Jefferson's,  communicated 
to  President  Madison,  to  issue  $30,000,000  iu  government 
promissory  notes  annually  as  long  as  might  be  necessary  and 
to  appeal  to  the  State  legislatures  to  reltnqui&h  the  right  to 
establish  banks.  Dallas,  who  succeeded  Gallatin  as  Secre- 
tary of  the  Treasurj-  on  October  6,  1814,  indicated  indirectly 
his  opinion  of  this  scheme  by  rccoraractiding  a  new  bank 
and  remarking  tliat  "The  extremity  of  that  day  canuot  be 
fluticipated  when  any  honest  and  enlightened  statesman  will 
again  venture  upon  the  desperate  expedient  of  a  tender 
law."*  The  plan  of  Dallas,  as  set  forth  in  hi!i  report  of 
October  17th.  wasforabank  with  a  capital  of  $50,000,000,  em- 
powered to  lend  J30.000.000  to  the  Treasur>'.  There  wos  a 
provision  in  the  bill  reported,  authorizing  the  suspension  of 
specie  pa\incHts  at  the  discretion  of  the  President  of  the 
Ilnitwi  States,  and  it  was  fallen  upon  by  Daniel  Webster  in 
a  speech  of  great  power  and  eloqtience.  He  urged  the  crea- 
tion of  s  bank  for  commercial  purpo!;es  rather  than  one  in- 
volved at  the  outset  with  the  government.  The  result  of 
his  attack  was  the  defeat  of  the  bill  by  a  tie  \-otc.  which  was 
then  reconsidered  and  the  bill  scut  to  a  select  committee. 
Amendments  were  adopted  which  met  Mr,  Webster's  views, 
but  in  this  form  the  measure  did  not  meet  the  wnnts  of  the 
Treasury,  It  pa.s9cd  the  House.  120  to  38,  and  the  Senate, 
30  to  14,  but  was  vetoed  by  the  President  on  Jati»ar>*  30, 
1815.  Another  effort  was  made  to  paw  the  Dallas  bill,  but 
it  failed  iu  the  House  ou  February'  i7tb  by  a  majorit>'  of  one 

VOlC.y 
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The  evils  of  the  currencj-  had  not  been  remedic*!  wlicu 
Congress  met  again  in  December,  1815,  and  President  Madi- 
son Kug'gc-ilcd  a  natiunal  bank  as  a  suitable  in^tiuincnt  for 
promoting  specie  payments.  Secretsiy  Dallas  submitted  a 
detailtKl  plan  for  the  bank,  which  was  adopted  by  Congress 
with  little  change.  The  capital  of  tlic  new  Ixink  was  fixed 
at  £35,000,000,  of  which  one-fifth  waa  to  be  subscribed  by 
the  govcnitncnt  iti  money  or  in  its  own  obligations.  The 
government  subscription  was  by  a  stock  uote,  which  was  not 
fully  paid  up  in  cash  until  1831.  The  public  funds  were  lo 
be  deposited  in  the  bank,  "unless  the  Secrctarj- of  lite  Treas- 
ury shall  at  any  time  othcrwiiic  order  and  direct  1  in  which 
case  the  Secretary  of  the  Treasury  shall  immediately  Iny  be- 
fore Congress,  if  in  session,  and  if  not,  immediately  after 
tbe  commeuccmeiit  of  the  next  session,  the  reasons  for  such 
order  or  direction."  Twenty-five  directors  were  to  be  chosen, 
fi\'e  to  be  named  by  the  President,  and  the  notes  of  the  bank 
were  made  receivable  in  all  payments  to  the  United  Stales. 
The  1)ank  was  again  given  duration  for  twenty  years  and  no 
other  bank  was  to  be  estaldished  within  this  lime  by  Congress 
outside  the  District  of  CoUimbia.  This  privilege,  as  in  the 
case  of  the  first  bajik,  carried  with  it  uo restrictions  upon  the 
State  banks  of  issue  except  ^uch  as  the  new  bank  was  ex- 
pected to  exercise  by  its  niortd  and  fiuaiicial  iuflucuce  tow- 
ards the  restoration  of  specie  payments.  A  bonus  to  th« 
government  was  required  of  $500,000  annually  for  three 
years  after  the  end  of  the  second  year. 

The  progress  of  public  opiniou  in  favor  of  the  implied 
powers  of  the  Fc<lcral  government  under  the  CousUtutioo  is 
indicated  by  tbe  attitude  of  Madison  and  the  democratic 
party  towards  the  incorporation  of  lite  second  Bank  of  the 
United  States.  Madison  as  a  member  of  the  First  Congress 
had  opposed  the  incorporation  of  tlic  Bank  of  tbe  United 
States  upon  constitutional  grounds,  and  in  1799  1iad  allnded 
to  it  as  one  of  tbe  examples  of  lUe  usurping  leudeucies  of 
the  Federal  go\'emnicnt ;'  but  as  President  in  1814  and  1815 
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he  was  ^riJliug  tu  treat  the  constitutional  i-ssuc  its  res  adJKdi- 
eaia.  More  surprising  is  the  &ct  that  Calhoun,  in  later 
years  tbe  liair-spliuiiig  logjctau  of  strict  coustmcUoa  and 
the  champion  of  nu1li5cation,  vm.^  fountl  forcrnQSt  among 
the  supporters  of  the  charter  of  the  second  bank.  He  re- 
ported the  bill  to  the  House  and  suggested  that  if  the  bank  by 
its  financial  policy  was  unable  to  compel  the  State  banks  to 
rttuni  tu  sixrcic  payments,  Congress  might  resort  to  stronger 
meastirc^  which  were  withiu  their  p(j>\-cr.  Both  Calhoun 
and  Webster  favored  the  refusal  by  the  government  of  the 
notes  of  suspended  banks  and  the  collection  of  all  govern- 
ment dues  in  specie.'  Webster  secured  an  amcndnient  to 
the  bank  bill,  requiring  the  payment  of  deposits  as  well  as 
notes  in  specie,  subject  to  a  forfeit  of  twelve  per  cent,  on  the 
anionnt  fur  ivhich  spwie  payment  was  refused, 

The  coustitiilioual  question  bad  thus  Ix-en  decided  by  the 
legislative  branch  of  the  government  before  it  reached  the 
Supreme  Court  in  1819.  That  court,  in  the  celebrated  case  of 
McCuUoch  ^-s.  Marj'laud,  in  which  the  deciwon  was  tendered 
by  Chicf-Juslice  Marshall,  decided  that  the  power  to  create 
a  natioiml  bunk,  tu  assist  in  carrying  on  the  fiscal  opera* 
tions  of  the  gm-emmeut,  was  within  the  implied  powers 
of  the  Coimtilution.  Equally  important  was  the  decision 
upon  the  direct  is.^ue  raised  in  that  case,  whether  the  States 
could  constitutionally  levy  taxes  upon  the  circulating  notes 
or  the  property  of  a  national  bank.  Representative  Fiske 
of  New  York,  in  a  strong  speech  in  favor  of  the  renewal  of 
the  first  charter  in  i8ti.  declared  that  the  States,  in  order  to 
give  the  preference  to  their  o^vn  paper,  might  exclude  that 
of  any  other  State  from  circulation  within  their  limits  by 
taxation.'  He  did  not  suggest  that  they  might  pursue  the 
same  pdic>'  towards  the  notes  of  a  national  bank,  but  this 
positiou  was  taken  by  the  Stale  of  Maryland  towards  the 
«oie»  of  the  second  Bank  of  the  United  States,  and  the  case 
was  carrietl  to  the  Supreme  Court.  A  decision  in  favor  of 
the  right  of  the  States  to  have  taxed  the  circulating  notes  of 

'  mitcTT^ 
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the  Unilwl  States  or  of  corporations  chartered  nnder  its  laws, 
tvoiild  liftve  precluded  forevtr  the  creation  of  a  natiunal  cur- 
rency, issued  either  by  the  government  or  by  national  banks. 
Indeed,  if  the  Federal  govcmmcat  had  not  the  power  to 
withdraw  its  creations  from  discriminnling  legislation  by 
the  States,  Chief-jQstic«  Marshall  declared,  they  might  tax 
the  mail  or  the  mint,  the  papers  of  the  custom  house,  or  the 
forms  of  judidal  process. ' 

The  qiiesition  of  the  existence  of  the  bank  in  the  face  of 
discriminatiug  State  taxallou  was  uot  au  academic  oue  in 
1818  and  the  following  years,  but  one  which  was  severely 
practical.  The  efforts  of  tlic  bank  to  drive  the  State  notes 
from  circulaliou,  and  especially  its  later  contraction  of  dis- 
cotiuts  nhen  it  found  itself  on  the  verge  of  bankruptcy, 
caused  commercial  di<<trcM  and  made  the  bank  exceedingly 
unpopular.  North  Caroliua  laid  a  tax  of  $5000  per  year  on 
the  branch  at  Fayetteville.  Kentucky,  Teunessec,  Ohio,  and 
Maryland  laid  taxes  on  circulation  or  on  the  branches  as 
such.  The  Marjland  act  required  the  purchase  of  stamped 
paper  for  the  printing  of  the  circulating  notes  or  the  annual 
pa>-ment  of  $15,000  by  the  branch  at  Baltimore.  The  branch 
continued  to  i.<uiue  notes  on  unstamped  paper  and  the  cashier, 
William  McCulloch,  was  sued  fur  debt  and  gave  his  name  to 
one  of  the  most  celebrated  of  American  constitutional  cases.* 
Chief-Justice  Marshall,  in  rendering  his  decision,  admitted 
that  the  States  posses-ted  nnimpaired  the  power  of  taxing  the 
people  and  property  of  iJie  Slate  and  that  it  might  tax  the 
real  property  of  the  bank  in  common  with  other  such  prop- 
erty within  the  State,  and  might  tax  tlie  interest  of  citizens 
of  Maryland  in  the  bank  ;  but  he  declared  that  the  Consti- 
tution of  the  United  States  placed  beyond  the  reach  of  State 
power  all  the  powers  conferred  on  the  govern  nieut  of  the 
Union  and  all  the  means  given  for  the  purpose  of  carrying 
those  powers  into  execution,* 

'  4  Whcaion,  jtfi. 
'  McMastcr,  IV,,  497. 

'  t'olloning  tliU  deetstoa.  all  securities  of  the  Unilwl  Stales  haTe 
htta  held  free  from  tiuuition  bjr  Uic  Sutca  unleu  nilh  tlie  consetit  of 
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The  Bank  of  the  United  States  was  badly  managed  during 
the  first  years  of  its  existence  and  in  the  summer  of  1818 
was  upon  the  verge  of  insolvency.  The  bank  began  busi- 
ness January  7,  1817,  and  violated  its  charter  from  the  out- 
set. The  proportion  of  specie  required  to  be  paid  in  on  the 
second  and  third  instalments  was  not  paid  and  the  bank 
loaned  money  to  stockholders  on  the  pledge  of  their  stock 
and  personal  notes.  Trading  in  shares  before  they  were  paid 
for  pushed  up  the  quotations  and  the  bank  loaned  on  the  in- 
creased value  when  other  nominal  security  was  furnished  in 
the  form  of  mutual  indorsements.  The  Baltimore  branch 
was  practically  wrecked  by  its  managers,  with  a  loss  of 
$1,671,221.  The  policy  adopted  for  restoring  specie  pay- 
ments was  also  defective.  An  arrangement  was  made  with 
the  leading  banks  of  New  York,  Philadelphia,  and  Rich- 
mond for  the  resumption  of  specie  payments  by  them  on 
February  20,  1817.  The  public  deposits  in  these  banks, 
which  the  government  had  been  unwilling  to  accept  in  de- 
preciated bank  paper,  were  to  be  transferred  to  the  Bank  of 
the  United  States,  but  checks  on  the  State  banks  which  were 
parties  to  the  agreement  received  by  the  Bank  of  the  United 
States  were  to  be  credited  as  cash.  Arrangements  were  also 
made  for  liberal  discounts  by  the  new  bank,  in  order  to  re- 
lieve the  local  banks  from  the  commercial  pressure. 

These  features  of  the  resumption  policy  were  not  subject 
to  criticism  and  $7,472,419  in  public  funds  and  $3,336,491  in 
special  deposits  were  transferred  from  the  State  banks  to  the 


the  United  States.  The  national  banks  created  under  the  Act  of  June 
3,  1864,  for  many  yean  availed  themselves  of  this  condition  to  have 
as  large  a  proportion  of  their  reserves  as  possible  in  United  States 
notes  at  the  times  when  their  property  became  subject  to  assessment 
for  taxation  under  State  laws.  This  practice  led  to  an  act  of  Congress 
in  1S94,  authorizing  the  States  to  tax  such  notes  at  the  same  rate  aa 
other  money.  It  was  long  held  that  the  instruments  of  State  sover- 
eignty were  exempt  from  Federal  taxation  upon  the  same  grounds  that 
the  instruments  of  Federal  sovereignty  were  exempt  from  State  taxa- 
tion, but  this  view  was  overruled  in  regard  to  the  circulating  notes  of 
State  banks  in  the  case  of  Veazie  Bank  w.  Fenno,  8  Wall,,  533.  See 
Kent,  I.,  429,  note. 
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central  bank  at  Philadelphia.  Eighteen  branches  of  the 
Bank  of  the  United  States  were  established  mu\  the  notes 
issued  were  received  for  government  dues  without  reference 
to  the  place  of  issue  and  vrcrc  redeemable,  wherever  issued, 
by  the  central  bank  or  any  of  its  branches.  The  mistake 
made  by  the  nen*  bank  was  in  directing  the  branches  to  push 
their  own  notes  into  circulation  in  place  of  those  of  the  State 
hanks,  and  to  issue  drafts  on  Ihc  Kastem  cities  to  prc\-ent 
the  remittance  of  their  own  notes.  The  notes  of  the  local 
banks  were  locked  up  in  the  Bank  of  the  United  States  and 
interest  charged  upon  them  to  the  local  banks,  but  both  the 
notes  of  the  branches  and  the  branch  drafts  were  remitted 
eastward  by  the  operations  of  trade.  The  notes  of  the 
Western  branch  banks  which  were  remitted  to  the  East  thus 
exercised  no  controlhng  influence  over  the  volume  of 
Western  business,  for  they  were  not  presented  for  redcmp- 
tiou  in  the  West.  NSIiat  made  the  matter  vfwsc  was  the 
necessity  imposed  in  many  cases  on  the  branches,  in  view 
of  the  eastward  movement  of  their  own  notes,  to  pay  out 
again  the  local  notes  in  the  granting  of  discounts. 

The  Western  branches  paid  but  limited  attention  to  the 
uutmctiotis  of  the  parent  bank  to  diminish  their  discounts, 
even  after  the  danger  of  their  policy  became  apparent. 
They  issued  what  were  known  as  "race-horse  bills."  by 
which  drafts  were  made  by  one  branch  upon  anotlicr,  which 
were  met  when  due  at  the  accepting  hank  by  new  drafts 
upon  some  other  branch.  The  bauk  imported  ?7,3i'.750 
in  specie  from  Europe  during  its  first  two  years  at  a  cost  of 
{533,34.7,'  but  the  drain  upon  its  resources  had  reduced  the 
specie  in  Philadelphia  on  April  2\,  1819,  to  $126,745,  *>f 
which  $70,135  was  owed  to  the  city  bauks  of  Philadelphia.' 
The  focts  regarding  the  mi.snianagemcnt  of  the  bank  were 
brought  out  by  the  report  of  a  committee  of  Congress  in 
1819  and  catised  many  demands  for  the  repeal  of  the  charter. 
LaugdonCheveswas  elected  President,  March  6, 1819,  and  he 
adopted  heroic  measures  to  restore  the  bank  to  solvency. 

'  Poof.  4W. 
'Bollw.  II..  jafi. 


^00 


msTosr  OF  modssj/  SAfr/cs  of  /ssue. 


He  borrowed  $2,500,000  In  specie  of  the  Barings,  who  were 
considerable  holders  of  the  bank  stock,  forbade  the  issue  of 
notes  iu  Uie  Soutb  aud  We^l  wbeu  exchanges  were  again&t 
the  branches,  which  was  almost  invariably  the  case,  and  in 
dealings  with  the  government  insisted  upon  tlie  inter\'ftl 
between  the  transfer  of  funds  and  their  disbursement  which 
was  actually  required  for  the  traixsfers.  The  bank  was 
saved  and  was  conducted  with  comparative  prudence  until 
the  breaking  out  of  the  war  with  President  Jackson. 

The  second  Bauk  of  the  United  Slates  tuidoubtedJy 
contributed  for  more  than  a  decade  to  facilitate  the  transfer 
of  funds  from  one  part  of  the  counlr>-  to  another  and  to 
maintain  a  uniform  oirculation  equal  to  coin.  The  rates  uf 
domestic  exchange,  which  were  tiecessarjly  high  because 
of  the  imperfect  means  of  communication,  were  materially 
reduced  by  the  bank.  Its  policj*  greatly  benefitted  com- 
merce, but  invited  bitter  complaints  from  the  private  dealers 
in  exchange,  who  had  been  enabled  to  make  exces^ve  prof* 
its  while  the  currency  was  below  par  because  of  its  diflerent 
values  iu  different  States  and  tlic  constaut  fluctuations  iu 
these  \'3tues.  The  bank,  in  the  language  of  the  report  of 
Senator  Smith  of  Marj-land  in  1832.  furnished  "  a  currency 
as  safe  as  silver,  more  convenient,  and  more  valuable  than 
silver,  which  through  the  whole  Western  and  Southern  and 
interior  parts  of  the  Union,  is  eagerly  sought  in  exchange 
for  silver  :  whicli,  in  those  sections,  oAen  bears  a  premium 
paid  in  silver  ;  whicli  is.  throughout  the  Union,  equal  to 
silver,  in  payment  to  the  government,  and  payments  to 
individuals  in  business,"  Mr.  McDuffie,  who  submitted  the 
minority  report  iu  the  House  at  the  same  time,  declared  that 
"The  whole  business  of  dealing  in  domestic  bills  of  ex- 
change, so  eaaential  to  the  internal  commerce  of  the  country. 
has  been  almost  entirely  brought  about  within  the  last  eight 
years.  In  June,  1819,  the  bank  did  not  own  a  single  dollar  of 
domestic  bills ;  and  in  December,  1834,  it  owned  only  to 
the  amount  of  $2,378,980;  whereas  it  now  owns  to  the 
amount  of  $33,052,972."  ' 

'  Hattac  Rcp^.  460.  asil  Coog.,  ist  Sew.,  31Z. 
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One  of  the  most  aehous  cliarges  of  cvaaoo  of  law,  bnmgbt 
agatusl  the  bank  in  1832,  was  in  the  issae  of  brauch  tlrafbt 
to  circulate  as  ciirrcac>'.  Several  appeals  were  made  in  vain 
to  Congress  to  modify  one  of  the  provisions  of  the  charter 
requiring  tlic  presideut  and  principal  ca^er  to  sign  all  the 
circulating  notes.  The  volume  of  circulntion  necessary  to 
do  business  was  so  great  that  tlie  physical  kbur  uf  signature 
could  not  well  be  performed  by  those  officers.  Congress 
neglected  to  act  and  in  1827  an  opinion  was  obtained  from 
Horace  Binncy,  in  which  I>anicl  Webster  and  William  Wirt 
concurred,  that  there  was  no  legal  obstacle  to  the  issue  of 
checks  drawn  by  officers  of  the  branches  upon  the  parent 
bank,  printed  for  rv'cn  amounts  in  similar  form  to  bank- 
notes. Drafts  of  this  sort  for  (5  and  $to  were  authorized  by 
the  board  of  directors  on  April  6,  1827,  and  denominatioiis 
of  $ao  were  issued  in  1831.  They  became  a  common  medium 
of  circulation  in  the  South  and  West  atid  were  accepted  in 
payments  to  the  United  States  Ttcasur;-,'  The  branch 
drafts  outstanding  in  April,  1833,  were  $7,410,090.  They 
simply  served  the  purpose  of  currency  without  conforming 
strictly  to  the  intent  of  the  law,  in  much  the  same  manner 
as  the  checks  of  the  London  Cheque  Bank  or  the  temporary 
issnes  in  the  United  States  during  the  panic  of  1&93. 

The  Bank  of  the  United  States  fell  because  so  great  an 
iustitution  in  a  representative  republic  could  not  escape 
political  entanglements  and  the  suspicion  of  the  abuse  of 
political  power,  President  Jackson  surprised  the  financial 
world  hy  the  announcement,  in  his  first  annual  message  iu 
iSz9.  that  "  Both  the  constitutionality  and  the  expediency 
of  the  law  creating  the  bank  are  well  questioned  by  a  large 
portion  of  our  fcUow-citizcns ;  and  it  must  be  admitted 
by  all,  that  it  has  failed  in  the  great  end  of  establishing  a 
nnifimn  and  sound  currency."  The  bank  was  at  this  time 
under  the  presidency  of  Nicholas  Biddle,   who  succeeded 

*LcUerof  Sec  Rnsli  to  Kkbolas  Biddle,  Jan.  11,  1830.  Ilotuc  Rep., 
460^  33tl  CouK  ,  lat  Sesa.,  55.  Tbe  anthonty  to  receive  these  dr&fls 
for  public  due*  wu  revoked  by  Secretary  Woodbury,  to  take  effect 
Jaansiy  i,  18^. 
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Cberes  in  1823,  and  was  one  of  the  most  imposing  insuto- 
tioDS  of  the  cotmtiy.  The  President's  niess^;e,  thqefare. 
was  in  the  nature  of  a  thnnderbt^t  from  a  dear  sk?.  Jack- 
son's hostili^  was  dne  to  a  comidaint  by  Isaac  Hill,  a  Xew 
Hampshire  politician  who  had  been  made  Second  Oonqt- 
tioUer,  that  Mr.  Mason,  the  manager  <tf  the  brandi  at 
Portsmouth,  Xew  Hampshire,  had  shown  partialitr  to  Ibe 
political  opponents  of  General  Jackson  and  that  his  coodoct 
had  been  "  calculated  not  less  to  injnre  the  institntiaa  than 
to  disgust  and  disaflkct  the  principal  business  men.''  "  Xo 
measure  short  of  his  removal,"  in  Hill's  oiHnion,  "  woold 
tend  to  reconcile  the  people  of  Xew  Hampshire  to  the 
bonk." 

The  truth  appears  to  have  been  that  Mason  had  exdted 
ha6tilit>'  b>'  his  energetic  contraction  of  discounts  at  Ports- 
mouth and  his  efforts  to  correct  previous  mismanagement. 
Levi  Woodbury-,  who  had  defeated  Mason  for  the  United 
States  Senate  in  r824,  addressed  a  letter  early  in  July,  1S29,  to 
Mr,  Ingham,  the  Secretary  of  the  Treasury,  making  com- 
plaints against  Mason's  management,  which  Ingham  for- 
warded to  President  Biddle  for  his  consideration.  Biddle 
was  a  ready  writer,  he  occupied  one  of  the  most  powerfiil 
positions  in  the  countr>',  he  was  surrounded  by  flatterers 
and  s>'cophauts,  aud  he  was  quickly  entrapped  into  a  quarrel 
which  resulted  in  the  overthrow  of  the  bank.  He  not  only 
denied  that  the  bank  had  shown  political  favor  at  Ports- 
mouth or  elsewhere,  but  went  out  of  his  way  to  declare  thai 
the  governing  board  acknowledged  no  responsibilitj-  what- 
ever to  the  Secretarj-  of  the  Treasury  in  regard  to  the  politi- 
cal opinions  of  the  officers  of  the  bank  aud  that  it  was 
carefully  shielded  by  its  charter  from  executive  control.  So 
fixed  had  become  the  relations  between  the  bank  and  the 
Treasury  in  the  handling  of  public  monies,  and  so  much  a 
matter  of  mere  routine,  that  Biddle  appeared  to  overlook  the 
possibility  of  the  withdrawal  of  the  public  deposits.  He 
evidently  had  no  realizing  sense  of  the  danger  which  hung 
over  his  head  or  of  the  spirit  of  hostility'  which  was  being 
aroused  in  the  mind  of  Jackson. 
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The  President's  suggestions  in  liis  annual  message  excited 
the  fear  for  a  tiioni«nt  thnt  he  had  iiifonnatioii  which  was 
not  known  to  the  public  and  bank  shares  dropped  from  125 
to  1 16,  only  to  recover  to  130  after  a  report  by  a  commillee 
of  Congrcsis.  The  portions  of  the  message  relating  to  the 
bank  were  referred  to  eomniittees  in  both  houses,  both  of 
which  cxunerated  the  bank  from  the  charge  of  bad  manage- 
ment and  condemned  the  suggestion  of  the  President, 
whether  a  national  bank,  "founded  upon  the  credit  of  the 
gov-erumeut  and  its  revenues,  might  not  be  devised  which 
would  avoid  all  const itutiooal  difficulties,  and  at  the  same 
time,  secure  all  the  advantages  to  tlie  govemtnent  aud  coun- 
try that  were  cxixrctcd  to  result  from  the  present  bank." 
The  House  on  May  10,  18^0,  tabled,  by  a  vote  of  89  to  66, 
resolutions  that  the  House  would  not  consent  to  the  renewal 
of  the  bank  charter  and  on  May  29th  tallied,  by  a  vole  of 
95  to  67,  resolutions  calling  for  a  conipreliensive  report  of 
the  proceedings  of  the  bank.'  Similar  votes  iu  favor  of  the 
hank  -vreK  given  in  the  Senate.  The  President  was  mild  in 
his  allusions  to  the  tnibject  in  the  annual  messages  of  i$3o 
and  1S3 1  and  the  Secretary  of  the  Treasury  was  even  allowed 
in  the  latter  j-car  to  incorporate  in  his  annual  report  a  stroag 
argutDent  in  the  bank's  favor.  It  is  not  improbable  that 
Ja^sOD  might  have  been  persuaded  by  the  eminent  finan- 
ciers of  Uis  party  to  consent  to  a  re-charter  if  the  matter  had 
not  been  made  an  issue  by  Henry  Clay  in  the  presidential 
campaign. 

The  political  dangers  of  a  great  central  bank  were  demon- 
strated in  the  campaigu  of  1H32.  President  Jackson  had 
gi^*en  the  countr>'  in  the  main  a  firm  and  snccessfiil  admin- 
istration and  it  was  necessary  for  Clay  and  the  \Miigs  to 
create  political  issues  upon  which  to  make  a  respectable 
contest  against  htm.  There  were  dangers  in  making  the 
tariff  the  coutroling  issue,  because  different  lATiig  States 
were  on  both  sides  of  the  question.  Clay  determined  to 
make  the  campaign  upon  the  issues  of  internal  improxxmcnt 
and  the  recharter  of  the  bank.    It  was  natural  that  he  should 
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accept  the  sentiment  of  the  imancial  portiou  of  the  commu- 
nity in  lavor  of  the  bank  as  Uie  sentiment  of  tbc  whole  and 
he  was  so  confident  of  success  that  he  feared  Jackson  would 
evade  the  issue.  The  resolutions  adt^ted  at  Baltimore  on 
December  12,  1831,  at  Clay*s  instigation,  declared  thai  the 
President,  "is  fully  and  three  times  over  pledged  I0  the 
people  to  negative  any  bill  that  may  be  passed  for  rechaitcr- 
ing  the  bank.' '  Biddle  and  the  real  friends  of  the  bank  who 
were  not  politicians  protested  strongly  against  making  the 
rechartcr  a  party  issue,  but  Clay  forced  thcra  to  the  choice 
between  sustaining  his  party  as  the  friends  of  the  bank  or 
going  witliout  political  friends.  Profossor  Sumner  declares 
that ' '  Jackson  never  was  more  dictatorial  and  obstinate  than 
Clay  was  at  this  juncture."  ' 

The  fight  was  opened  in  the  Senate  on  January  9,  1833, 
when  Senator  Dallas  presented  the  memorial  of  the  bank  for 
the  renewal  of  its  charter.  Biddle  came  to  Washington, 
opened  headquarters,  gave  sumptuous  entertainments,  and 
defended  the  bank  vigorously  before  the  committee  of  inves- 
tigation appointed  by  Congress.  The  bill  for  the  recharter 
was  passed  through  both  houses,  only  to  encounter  n  veto 
meaaage  from  President  Jackson  on  July  toth.  The  issue 
was  thus  made  up  for  the  presidential  election,  exactly  as 
Clay  desired  it,  but  the  response  of  the  people  was  219  eltc- 
tural  votes  for  Jackson,  49  for  Clay,  and  18  for  all  others. 
The  executive  triumphed,  as  usual  in  a  contest  with  Con- 
gress, and  the  doom  of  the  bank  was  decided. 

The  bonk  had  6%-e  years  of  life  before  it.  Its  credit  was 
good  and  it  still  held  the  public  deposits.  It  was  not  gener- 
ally supposed  that  these  would  be  withdrawn  nntil  near  the 
date  for  the  termination  of  the  charter,  as  had  been  the  case 
with  the  public  deposits  in  the  first  Bank  of  the  United 
States.  Jackson's  blood  was  now  up,  however,  and  he 
needed  no  further  stimulus  to  cru.sh  his  enemy.  The  bank 
made  two  serious  blunders  during  1833  and  1833  in  itsrela* 
tiooswith  the  Treasury.  It  undertook  to  nuke  a  pnv.ite 
arrangement  nith  the  Barings  regarding  the  paj'ment  of 
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$5,000,000  of  government  three  per  cent,  securities,  which 
the  Secrelar>-  of  the  Treasurj-  had  notified  the  President  of 
the  bank  as  early  as  March  34,  1832,  would  be  paid  from  the 
fcuiplus  re^-enues.  A  contract  was  m&de  through  a  private 
agent  of  the  bank  for  extending  these  securities,  which  were 
to  be  assumctl  by  the  bank  and  the  interest  paid  to  the  gov- 
emiucat.  The  object  was  to  retain  possession  of  the  public 
money,  oa  deposit  with  the  bank,  which  was  worth  se^'eu 
per  cent,  in  the  discoimt  market,  rather  than  permit  it  to  be 
withdrawn  for  the  redemption  of  tJie  debt.  WTieu  the  cir- 
ctilar  of  the  Barings  got  into  the  newspapers  in  October, 
Biddle  was  obliged  to  disavow  the  contract  and  mnde  n  lame 
cxplanatioii  to  Secretary  McLanc  for  seeking  tu  delay  the 
payment.  The  oOier  case  was  the  attempt  to  collect  dam- 
ages tipon  the  amount  of  a  bill  of  exchange  drawn  upon  the 
French  government,  which  was  refiiiied  payment  by  the 
French  Minister  of  Finance,  becatuw  the  money  had  not 
been  appropriated  by  the  Chambers.  The  bill  was  taken  up 
by  the  Paris  agents  of  the  bank,  and  charg«d  against  it. 
Secretary'  Mcl,aite  paid  the  principal,  $961,240,  which  had 
been  covered  into  the  Treasury,  back  to  the  bank  and 
offered  to  pay  actual  costs.  The  hank  insisted  open  fifteen 
per  cent,  damages,  under  a  law  of  the  District  of  Culumbia 
Telatiag  to  protested  paper,  and  deducted  the  amount  from 
the  government  dividends.  The  government  sued  and  the 
Soprcmc  Court  dcddcd  against  the  bank. 

Performances  like  these  on  the  part  of  President  Biddle 
convJDCcd  Jackson  that  the  bank  was  weak  and  continued 
his  purpose  to  suspend  the  further  deposit  of  public  monies 
in  its  custody.'  Mr.  McLane  was  transferred  from  the 
TrcasuT>-  to  the  Slate  Department  during  the  spring  of  1S33 
and  William  J.  Buane  of  Pennsylvania  was  made  Secretary 
of  the  T7ea!;ury.  Duane  wn.i  a  conservAtive  and  able  Iqw- 
jtr,  with  tittle  of  the  politician  in  bis  makc-np,  and  when 

■  Jackson  also  belicvrd  thst  if  tbe  bank  retained  tli«  public  fbtidi), 
il  woul4  be  Abl«  to  bay  tap  tbe  rotm  la  CoagrcM  SM«)i8ftry  to  make 
lwo-tbii(U  and  paaa  a  rechartcr  hill  over  bis  veto.— Rumiier,  Andrew 
Jadsofi,  199. 


3o6         UISTOJtr  OF  MODESM  B^NJCS  OF  ISSUE. 


the  President  insisted  upon  liU  suspending  deposits  iu  the 
Bank  of  the  United  States  and  making  tbcin  in  future  in  the 
State  banks,  Uuauc  refused  to  comply  and  tlie  President  re- 
moved  him  from  office.  Roger  B.  Taney,  who  afterwards 
became  so  cxlious  ta  the  free  States  as  Chief  Justice  of  the 
Supreme  Court,  was  transferred  from  the  Dcpartmcul  of  Jus- 
tice to  tlie  Treasury'  ou  September  23d.  and  began  Ihc  deposit 
of  the  public  funds  in  the  State  banks. 

The  CDiilest  which  followed  in  Congress  belongs  to  the  his- 
tory of  politics  rather  than  that  of  6nauce.  The  Senate  re- 
jected the  nomination  of  Taney  for  Secretary  of  the  Treasuy 
and  rejected  the  President's  nominees  for  go\-eniment  direc- 
tom  of  tlic  bank,  apparently  upon  the  remarkable  ground 
that  thej-  were  dispcaed  to  inai&t  upon  loo  accurate  a  knowl- 
edge of  the  bank's  affairs.  Tbc  Senate  called  for  the  paper 
which  Jackson  had  read  in  the  cabinet  regarding  the  remo\'al 
of  the  deposits  on  September  iSth,  and  received  the  reply- 
that  tbc  Senate  had  no  constitutional  right  to  interrogate 
him  on  the  subject  of  his  communications  with  his  beads  of 
departments.  Clay  introduced  a  renolutiou  which  was  passed 
on  March  38,  1834,  by  a  \'ote  of  26  to  ao,  dedarlng  that  the 
President  had,  "  assumed  upon  himself  authority  and  power 
not  conferred  by  the  Constiluliou  and  the  laws,  but  in  deroga- 
tion of  both."  The  President  sent  a  protest  against  this 
resolution  to  the  Senate  oD  April  1 7th,  which  that  body  ten 
days  later  voted,  37  tn  16,  was  a  breach  of  the  pri\'ilcgfs  of 
tlie  Senate  and  should  not  be  enicred  on  the  journal.  The 
&icnds  of  Jackson  appealed  to  the  people  and  gained  enough 
seaLs  in  tbc  Senate  to  pass  resolutions  on  January  16,  1S37, 
expunging  the  pre^-ious  resoluuons  from  the  records. 

The  Bank  of  the  United  States  obtained  a  charter  from  the 
State  of  Pe&a8>'U-aiiiu  on  February  18.  1836.  for  thirty  year?*. 
The  bank  agreed  to  pay  a  bonus  of  $2,000,000  to  the  State 
and  $100,000  per  year  for  thirty  yenre,  besides  variouasttb* 
scriptions  to  the  stock  of  trannpottation  routes,  which  Bea- 
ton described  as  bribery  of  the  legislature  and  the  people. 
Tbc  shares  in  the  bank  owne«l  by  the  United  States,  amount- 
ing to  ^7,000,000,  w*ere  paid  iu  UiMX  annual  iostahnents  at 
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w  rat*  of  115.58.  Xtw  stock  was  sold  to  replaw-  the  gov- 
eniRient  stock.  le.i\*!iig  tlie  capital  intact  nt  i.35, 000,000. 
The  capital  was  too  large  for  local  commercial  neetls  and 
Biddle  braiiclied  out  into  loans  on  stocks  of  uncertain  value. 
many  of  which  proved  \%-orthless  after  the  crisis  of  1837. 
The  bank  suKjiendcd  nt  that  time  with  the  other  hanks  of 
the  country,  but  was  cotniietled  to  siutpcnd  again  in  1338, 
and  again  in  1841,  after  wbicli  it  went  into  liquidation.  The 
creditors  were  paid,  but  the  shareholders  lost  their  entire 
interest.  Biddle  had  resigned  in  March,  1S39,  leaving  the 
bank,  according  to  his  view,  in  a  pro<>perous  condition.  He 
was  indicted  during  the  liquidation  for  conspirao'  todcfrand 
the  shareholders.  The  indictnienl  was  quashed,  but  Biddle 
was  ruined  financially  and  died  within  five  years  insolvent 
and  broken-hearted.' 

The  principal  itcnis  in  the  accounts  of  the  second  Bank  of 
the  United  States  up  to  the  time  of  its  final  suspension  are 
shonm  in  the  following  tabic  : 
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The  present  method  of  dealing  with  public  monies  in  the 
United  Slates  is  one  of  Uic  results  of  the  war  over  the  United 
States  Bank.  Secretarj*  Taney,  under  Jackson's  instruc- 
tions, deposited  public  money  hi  certain  State  banks, — most 
of  thcra  selected  because  their  officers  were  friendly  to  the 
ftdaiinistrution  and  characterized  by  its  critics  as  tlic  "pet 
banks."  The  government  imposed  upon  them  the  condi- 
tions of  giving  security  in  certain  cases,  of  issuing  uo  small 
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notes  and  of  keeping  one-third  of  their  reserve  tu  specie.' 
The  State  banks  undertook  by  mutual  ag^reemeut  to  honor 
each  other's  notes  and  drafts,  but  the  crisis  of  1837  caused 
a  geiienil  susi)eiiaoa  and  the  payment  of  $25,000,000  of  the 
deposits  iu  bauk-uotcs  bearing  ati  average  depreciation  of  tea 
per  cent.  Secretary  Taney  in  hii;  report  for  1S34  urged  legis- 
lation to  sanction  the  use  of  tlie  State  banks  as  dei>ositaries, 
but  the  bill  prepared  on  the  subject  failed  in  the  Senate. 
The  suspension  of  the  banks  in  tS37  led  President  Va.o  Buren, 
in  his  annual  message  of  that  year,  to  recommend  that  the 
public  funds  be  kept  exclusively  by  public  ofTicen;  and  tliat 
nothing  but  specie  be  received  for  dues  to  the  go\-enimenl. 
This  plan — embodying  substantially  the  features  of  the 
present  independent  treasur>*  system — was  several  times  de- 
feated, but  was  finally  enacted  June  30,  1840.  One-fourth  of 
all  dues  to  tlie  Treasury  were  to  be  paid  at  once  iu  specie. 
and  an  additional  fourth  each  year  until  the  whole  were  thus 
paid. 

The  success  of  Harrisou  and  the  Whigs  resulted  in  the 
repeal  of  the  independent  treasury  law  August  13,  1841,  aod 
two  national  bank  bilts  ^vcrc  pas?icri,  only  to  be  successively 
\-etoed  by  Presideut  Tyler.  The  public  monies  were  de- 
posited iu  the  banks  or  not,  at  the  discretion  of  public  offi- 
cials, until  1846,  when  tlie  independent  treasury  system  was 
again  established  by  authority  of  Congress.  The  policy  of 
refusing  Stute  bank-notes  for  governuicut  duea  continued 
until  the  creation  of  the  national  banking  system  during  tlie 
Cin'l  War.  That  sj-stem  gave  the  government  the  security 
of  its  owu  bonds  for  the  bnnk-noles.  uiid  the  national  bank- 
ing act  provided  that  the  notes  should  be  "  received  at  par 
in  oil  parts  of  the  United  Stotes  in  poyment  of  taxes,  ex- 
cises, public  lauds,  and  all  other  dues  to  the  United  States, 
except  for  duties  on  imports;  and  also  for  all  salaries  and 
other  debts  and  demands  owing  by  the  United  States  to  in- 
dividuals, corporations,  and  associatious  within  the  United 
States,  except  interest  on  the  public  debt,  and  iu  redempiiou 
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of  the  national  currency."  '  The  national  banks  were  again 
made  the  depositaries  of  public  money  during  the  first  ad- 
ministration of  President  Cleveland,  but  were  required  by 
the  Secretary  of  the  Treasury  to  deposit  United  States  bonds 
as  security  for  such  monies  in  much  the  same  manner  as  for 
the  security  of  national  bank-notes.  The  amount  of  deposits 
in  the  banks  on  August  i,  1888,  when  Secretary  Fairchild 
made  a  report  on  the  subject  to  Congress,  was  $54,475,055. 
exclusive  of  $4,052,021  on  deposit  to  the  credit  of  disbursing 
o£5cers.  The  number  of  banks  among  which  these  deposits 
were  distributed  was  about  three  hundred  and  the  largest 
deposit  was  $1,100,000.  The  policy  of  Secretary  Windom 
and  the  absorption  of  the  surplus  reduced  these  deposits  after 
1892  and  their  entire  amount  on  January  2,  1896,  was  $i4t- 
27 1 ,  280.  The  independent  Treasury  continues  to  transact  the 
bulk  of  the  public  business  and  sub-treasuries  are  maintained 
at  New  York,  Philadelphia,  Boston,  Baltimore,  Cincinnati, 
Chicago,  St.  Louis,  New  Orleans,  and  San  Francisco. 

■  Act  of  Jtme  3,  1864,  Sec  33. 
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the  Civil  War — Pellme  of  the  Securitj  SyHeni— Geueral  Siati»- 
tit-H  of  the  State  Banks. 


THE  systems  of  bauking  autiiorized  uader  the  lavs  of 
Ihe  variotiii  Stotes  of  the  United  States  o6fer  examples 
of  neatly  every  form  of  note  Lssnes  niid  e\-erj'  degree 
of  success  or  failure.  The  econoiutc  development  of  the 
country'  between  the  Rc\-oUitian  and  tbe  Civil  War  was  in 
an  experimental  suge  a$  %\'ell  as  its  political  de%-elopment. 
The  rules  of  sotuid  banking  bad  not  yet  licen  worked  out 
even  in  the  older  countries  of  Europe,  as  tlte  mi?ttakes  and 
failures  of  Englisb,  French,  and  Auiitrian  banking  abtmd- 
antly  show  :  but  to  ordinary  sources  of  error  and  risk  were 
added  in  the  United  States  tbe  elements  of  experiment  and 
ancertainty  in  every  dcpartmcDt  of  human  actii-ity.  The 
Englishman  or  Frenchman  might  not  be  a  good  banker,  but 
he  could  at  Iea!*t  fona  an  iDtelligent  crfimate  of  the  minme 
of  trade  with  which  lie  had  to  reckon  and  the  ooaUitiojia  un- 
der whidi  it  was  cauied  on.  His  problem  was  simply  to 
work  oat,  according  to  sonnd  rules,  a  niatbcmatical  ptt^i- 
Icni  for  which  Ibe  uoces»Lr>'  elements  were  known.  \Vilh 
tbe  Americaa,  on  tbe  other  hand,  every  dement  was  an  tut- 
known  qtuntity.  He  had  to  gness  at  the  first  element  in  bis 
equation,  and  if  he  gncsaed  wrongty  ahsaltUc  accmcy  in 
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Ills  further  computations  could  not  possibly  yield  ti  true 
result. 

A  nev,'  country,  poor  in  5pccic  and  in  loanable  capital,  is 
almost  forced  by  the  iiccessilies  of  her  situation  to  adopt 
inouEtar^*  devices  which  would  not  be  tolerated  under  belter 
conditions.  Some  of  these  devices  would  be  comparatively 
harmless  if  their  tme  character  were  understood  and  they 
were  used  with  moderation  ;  tint  their  tendency  is  mislead-. 
iug  and  intoxicating  to  the  average  mind  and  they  are  usu- 
ally so  nbused  as  to  offset  the  little  lienefit  which  might  be 
derived  from  them.  The  most  successful  banking  system* 
ijndcT  State  law  in  the  United  Stitcs  were  those  of  New 
York  and  Xew  England,  where  the  aurplus  capital  of  the 
country*  in  the  earlier  daj*s  was  concentrated.  The  least  suc- 
cessful systems  were  in  the  newer  and  poorer  sections  of  the 
country  and  they  grew  progressively  worse  as  inexperience 
and  poverty  seemed  to  make  more  impcrali\-e  the  necessity 
for  creating  something  out  of  nothing.  Fotir  distinctly  ' 
marked  systems  of  note  issue  were  in  oi»eration  in  the  United 
States  side  by  side  almost  np  to  the  close  of  the  Civil  War 
and  it  is  not  surprising  that  tlie  conglomerate  currency 
which  they  created  ha.'*  left  trasavorj*  memories  behind  it. 
These  four  systems  were  :  Issues  ujxin  gener.il  assets  ;  issues 
protected  by  a  general  wifely  fund  ;  issues  based  upon  public 
Securities  ;  and  issues  based  upon  the  faith  and  credit  of  the 
States.' 


'  Tbe  principal  RoiircM  for  thrpreparstioc  of  tbi«rbapterfaaTe1>een 
tbe  monogmpb?  prepared  by  Mr.  L,  Carroll  Root  for  the  •*  Sonnd 
CuncDcy  Comotittcc"  of  tbc  New  York  Kcfanu  Club  ;  tbe  rcpoit  of 
John  J.  Kdok.  tlie  United  States  Cooiplrolter uf  th«  Cnrrcney.  for 
1876 ;  the  report  prepared  by  Mf-  Heniy  H.  Siatlb,  AMistout  UcKistcr 
of  ibc  Trcaawry,  in  tcsponsc  to  Senate  reAolntions  of  Jnly  26,  189a. 
printed  m  Sen.  Ex.  Doc.  38,  53d  Cong.,  jd  Sew. ;  and  the  report  of 
Comptroller  A.  B.  Ilcpbam  for  iSj».  Tbe  iDveslisatioas  of  tbnc 
gcntlcincn  bave  t)roai;bt  togcthd  and  co-orilituted  a  luaui  of  uiattrTial 
wliicb  wouid  otlierwUe  bave  to  be  aought  with  great  inbor  from  a 
variety  of  sources.  Mr.  Root  baa  futtber  fuToced  me  yrilb  an  cxumiDa- 
tiooof  tbiicbapterand  Uie  nugj^Mtonof  aoiaectaangrs,  whicb  I  have 
adopted. 
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The  best  illustration  of  the  system  of  banking  upon  gen- 
eml  assets  is  afTotded  by  the  banks  of  New  Huglatid,  and 
espcdally  by  the  banks  of  Boston,  which  became  the  centre 
of  the  New  England  redemptiou  system.  The  note  issncs 
of  the  New  Hitgland  banks  were  pcnnittcd  ta  many  cases 
to  exceed  the  proportion  to  capitnl  which  is  now  consid- 
ered Kafe,  and  they  weie  not  imbjcct  nntil  late  iu  their 
history  to  thorough  official  supervision ;  but  in  spile  of 
these  defects  of  the  system,  the  notes  usually  circulated  at 
par  and  specie  was  attracted  to  New  England  when  driven 
from  other  sections  of  the  countr>-  bj'  depreciated  paper. 
The  first  local  bank  in  New  Kiiglaiid.  and  the  second  of  the 
kind  in  the  United  States,  was  incorporated  by  act  of  the 
General  Court  of  MasiiachuHetts  on  Febniarj*  7,  1784,  with 
a  ninximuni  capitnl  of  $,^00,000,  and  was  called  the  Ma£- 
sachusclt.*<  Bank.  Nolimitationsn'crcimixi.sctl  in  the  original 
Massachusetts  law  upon  note  issues,  but  an  act  of  1792  pro 
hibited  notes  below  $5,  and  the  bank  was  directed  to  hmit 
the  amount  of  notes,  together  xvith  "money  loaned  by  thera 
by  a  credit  on  their  books  or  otherwise,"  to  "twice  the 
amount  of  their  capital  stock  in  gold  and  silver,  actually 
deposited  in  the  banks  and  held  to  answer  the  demands 
against  the  same."  A  general  law  was  passed  in  1799.  pro- 
hibiling  banking  by  unincorporated  companies  or  tlie  fur- 
ther issue,  except  by  the  Kantuckct  Bank,  of  notes  below 
$5.  Thi.i  provisioo  was  modified  in  1S05  %o  as  to  permit  the 
issueof  bills  of  $1,  f2,  and  Jj  to  tlie  amount  of  fi\x-  percent. 
of  paid-up  capital.  This  limit  was  increased  in  rSog  to  S^cea 
per  cent.,  reduced  in  iSia  to  ten  per  cent.,  and  again  in- 
creased in  l8iS  to  twenty-6vc  per  cent.,  which  remained  the 
limit  dnring  the  life  of  the  State  banking  system.' 

An  act  was  passed  in  tSoj,  requiring  semi-annual  re- 
ports of  condition  by  the  Massacliusetti  1>anks  to  the  State 
officials,  and  it  appeared  that  at  that  time  sev'vn  banks  vrere 
in  nperatioa  willi  a  capital  of  $.3.235 ,000  and  ^  circulation  of 
$1,565,000:     An  attempt  was  made  in  iRii  to  found  a  State 

■  Root,  AVttr  Emgiamd  BanJt  Cunrmy,  "  Sound  Cnneney,"  VoL 
II„  No.  I),  p.  4. 
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bank  occupying  a  smilnr  relation  to  the  Cominonwealth 
tliat  tlie  United  States  Bank  had  occupied  towards  the 
national  govern  mctit,  but  tlic  State  capital  was  never  sul>- 
scribed  .ind  the  nuthoriaed,  capital  was  reduced  in  J817 
frotn  {3,000,000  to  fi, 800,000.'  The  charter  of  this  bant  ' 
and  of  the  Merchants'  Bank,  also  incorporated  in  iSti, 
served  as  the  model  from  which  most  subsequent  charters  in 
Massachusetts  were  drawn.  One-fifth  of  the  capital  was 
required  to  be  actually  paid  in  before  the  begiuning  of 
business :  the  stockhoUlcrs  were  individually  liable  to  the 
atnouat  of  their  stock  in  case  of  las»  arising  from  mismaa* 
agement,  and  the  liabilities,  exclusive  of  deposits,  were 
limited  to  twice  the  amount  of  the  capital.  The  limit  upon 
circulation,  which  was  thus  incidentally  imposed,  was  re- 
duced in  the  case  of  vaosA.  of  the  later  banka  to  150  per  cent. 
The  Massachusetts  and  other  New  Ungland  hanks  main- 
tained specie  payments  in  )Si4,  when  thase  of  other  parts  of 
the  coontiy  suspended,  and  the  current  of  specie  towards 
New  Knglaud  swelled  the  headings  of  the  Mas^chiLsctts 
banks  alone,  from  $1,513,000  in  iSti  to  $6,946,547  in  1914. 
The  total  banking  capital  authorized  had  increased  in  iSaS 
to  $9,075,000  and  thirty-six  new  banks  were  incorporated 
in  tbe  four  ycnrs  ending  with  that  date.  A  new  banking 
law  was  passed  on  February  2S,  1R39,  which  applied  to  banks 
thereafter  ineorporated  and  to  those  obtaining  an  increase  of 
capital  or  an  extension  of  their  charters.  The  limit  of  the 
notes  which  a  bank  might:  circulate  was  reduced  to  125  per 
cent,  of  the  capital  aud  the  total  of  the  debts,  exclusive  of 
deposits,  was  limited  to  twice  the  capital.  A  provision  was 
made  against  the  practice  of  issuing  notes  pmmiMng  pay- 

>  The  Slate  Bubscribed  £400,000  to  tile  capital  of  tbe  Uniou  Bask  of 
Boston,  which  was  incorporated  in  1791.  and  w».t  Kcncmlly  a  aubacri- 
ber  at  the  fonnatton  of  new  banks  for  lUe  n«t  twenty  yean.  Aboat 
$t,ooo,ooo  of  bank  stock  is  this  n«y  came  into  tbe  bond*  of  ttie  Stat« 
and  atTonlcda  genennu  dividend  until  it  was  sold  in  tSi2  totacct 
aome  unnnul  expenses.  The  Sute  does  not  iteein  to  have  abased  iu 
share  in  tbe  ownership  by  ioterfcTCDce  with  the  tnaaasenicnt  of  tbe 
banks. —MJutin's  Botlon  Stock  Market,  died  in  Comptroller's  Report 
Tor  1876. 
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ment  with  interest  at  a  future  date,  by  which  the  banks  had 
endeavored  to  escape  the  obligation  to  pay  cash  on  demand 
to  depositors  and  note-holders.  An  effort  was  made  to  erade 
this  provision  by  issuing  deposit  books,  making  the  same 
promise.  They  were  first  issued  mainly  to  depositois,  but 
they  came  to  be  extensively  issued  during  the  pressure  of 
1834  in  discounting  paper.  The  General  Court  passed  a  law 
in  that  year  prohibiting  the  practice. 

The  organization  of  banks  in  Massachusetts  proceeded 
with  alarming  rapidity  during  this  period  of  speculation, 
and  at  the  end  of  1836,  seventy-eight  new  banks  had  been 
added  to  the  sixty-two  older  banks,  and  forty-three  of  the 
latter  had  obtained  an  increase  of  capital.  Several  banks 
succumbed  towards  the  close  of  the  year,  but  the  Boston  banks 
were  mainly  sound  and  followed  the  New  York  banks  reluc- 
tantly on  May  12,  1837,  in  the  suspension  of  specie  pay- 
ments. An  act  of  1809  imposed  a  penalt>'  of  two  per  cent. 
a  month  on  banks  which  failed  to  redeem  their  notes  in 
specie.  This  provision  was  not  enforced  in  1837,  and  the 
General  Court  suspended  it  until  January  i,  1839,  in  the  case 
of  banks  which  kept  their  circulation  within  seventj--five  per 
cent,  of  their  capital,  redeemed  notes  below  $5  in  Boston, 
and  below  $3  elsewhere,  and  complied  with  some  other  condi- 
tions. Voluntarj-  resumption  toot  place  throughout  the  State 
on  August  13,  1838.  Failures  still  continued  among  the  mush- 
room institutions  which  had  been  created  during  the  period  of 
speculation,  and  thirty-two  Massachusetts  banks  wound  up 
their  affairs  between  1837  and  1S44.  The  necessity  of  more 
efficient  supervision  by  the  State  was  made  plain  by  the 
crisis  of  1837,  and  three  bank  commissioners  were  authorized 
to  make  annual  examinations  of  aU  the  hanks  and  special 
examinations  when  they  thought  proper.  This  law  was 
repealed  after  five  years,  but  the  Massachusetts  banks  were 
now  upon  a  sound  basis  and  failures  were  few  during  the 
twenty-five  years  before  the  creation  of  the  national  .•system. 
Only  two  failures  occurred  between  1840  and  1S55.  and  the 
notes  in  lx>th  cases  were  paid  in  full. 

Most  of  the  bank  charters  were  renewed  for  twentv  vears 
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In  1831  and  expired  on  October  1,  1851.  The  renewal  in  Oic 
latter  year  was  made  the  occasioa  of  several  ciiniiges  iit  tlie 
bankuig  laws.  One  of  these  revived  the  board  of  bauk 
commissioners  with  the  same  powers  of  examination  as  in 
1K3S.  Another  change  of  law  imposed  liability  upon  stock- 
holders for  the  redemption  of  notes,  in  case  of  failure,  to  tlie 
amount  of  tlieir  stock,  without  the  former  limitatioii  in  re- 
gard to  mismanagement.  The  speculative  mania  which  pre- 
ceded the  crisis  of  1857  resulted  in  the  creation  of  fifly-eight 
new  banks  in  Massachusetts  with  a  capital  of  $14,400,000 
and  [57  increases  in  the  capital  of  existing  hanks,  anmtmling 
to  $18,745,000.  Several  failures  took  place,  but  the  note- 
holders suffered  little  loss  and  a  committee  of  the  legislature 
in  1S56  reported  against  the  granting  of  further  charters. 
The  condition  of  the  State  banks  of  Massachusetts  in  1862. 
just  before  absorption  into  the  oatioual  system,  showed  183  \ 
banks  in  operation  with  a  capital  slock  of  $67.544,300 ;  circu- 
lation. $28,957,630:  depnsiLs,  $44,737,490;  loans  and  dis< 
counts.  $127.592.511 :  autl  specie,  $g.S9S.53o. 

The  banking  systems  of  the  other  New  England  Stateii 
were  generally  bnsed  upon  the  principle  of  issuing  notes 
against  assets  and  the  banks  m.iintained  close  relations  with 
those  of  Boston.  The  legislature  of  Maine  look  advantage 
of  the  expiration  of  a  number  of  charters  in  1846  to  adopt 
9ome  changes  of  law  to  nfford  greater  security  for  circulating  ) 
notes.  The  Act  of  August  lo,  1846,  prodded  that  for  the 
amount  of  circulation  issued  in  excess  of  fifty  per  cent,  of 
the  capital,  one  dollar  in  specie  should  be  kept  for  three  dot- 
hirs  in  bank-note.';  and  that  the  totil  circulation  shouid  never 
exceed  the  capital  plus  the  amount  of  specie  on  hand.  The 
State  of  Vermont  created  in  1831  a  safety  fund  modelled  I 
dosely  upon  that  of  New  York.  Each  bank  tlicrcaftcr  char-  ' 
tercd  was  required  to  pay  into  the  State  Treasury-,  in  six 
annual  instalments,  the  sum  of  four  and  a  half  per  cent, 
upon  the  amount  of  its  capital  .stock,  and  in  case  the  fund 
was  reduced  by  the  failure  of  any  bank  it  was  to  be  restored 
by  assessments  by  the  Slate  Treasurer,  not  exceeding  three- 
fourths  of  one  per  cent,  in  any  one  year  upon  the  capital  of 
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the  banks.  Aii  act  was  passed  by  the  Gcncrol  Assembly  in 
1842,  relieving  the  banks  from  contributions  to  the  safety 
fund  in  case  the  directors  should  execute  Balisfactory  bonds 
to  redeem  according  to  law  all  btlU  l&sued  and  to  pay  depos- 
its on  demanil 

The  banking  laws  of  Rhode  Island  were  peculiar  in  the 
facilities  which  they  extended  to  bonks  for  recovering  debts. 
The  fin*t  bank  charter, — issued  to  the  Providence  Bank  In 
J791.  and  creating  the  fifth  eliartcrwl  bank  then  existing  in 
the  United  States, — provided  that  upon  any  note  or  other 
instrument  expressly  made  payable  at  the  bank,  the  Presi- 
dent or  certain  of  the  directors  might  cause  a  demand  to  be 
made  upon  the  debtor,  in  case  of  his  failure  to  make  pay- 
ment at  maturity,  and  in  case  the  obligation  remained  un- 
paid for  ten  days,  these  officers  might  write  to  either  of  the 
clerks  of  the  courts  of  common  pleas  or  of  the  superior 
court  and  order  such  clerk  to  issnc  a  writ  of  execution  capias 
saiis/adcndum  fieri  facias,  and  attachment  of  real  estate 
upon  which  the  debt  and  costs  might  be  levied,  whereupon 
the  clerk  was  required  to  issue  such  sn  execution,  to  be 
served  by  any  slicriff  or  deputy.  Subawjuent  charters  did 
not  even  require  demand  in  writing  or  protest,  but  author- 
ized the  officers  of  the  bank  to  order  the  clerk  of  one  of  the 
courts  to  proceed  to  issue  the  execution.  This  drastic 
method  of  collecting  debt*  under  the  "  hank  process  "  made 
banks  very  popular  investments  nnth  capitalists  and  ac- 
counted for  their  rapid  increase  up  to  iSiS.  An  act  was- 
passed  forbidding  the  further  granting  of  such  cliarlers,  but 
the  deci^on  of  "the  Dartmouth  College"  cose  in  the 
Federal  courts,  denying  the  power  of  the  grantor  of  a  chaT< 
ter  to  change  the  terms  except  with  the  consent  of  the 
grantee,  delayed  any  prwision  for  withdrawing  the  pow-j 
ers  of  the  "bank  process"  from  banks  already  possesaliiG 
ihcra.  The  arbitrary  character  of  this  process  and  the  hard-" 
shijn  it  inflicted  aroused  strong  popular  fceltu£  and  resulted 
in  an  act  of  1836  abohshing  the  privileges  of  "the  hank 
proccHs  "  and  limiting  the  banks  thereafter  to  ibe  same  rcmfr- , 
<Ucii  as  indiWduals  for  the  collection  of  debts.     Sixt^T" 
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baoks  then  existed  in  Rhode  Island,  of  which  thirt>-  pos- 
se£xed  the  powers  of  the  ''bank  process." 

The  peculiar  feature  of  the  New  Knglandhank  drculation 
wBs  the  SuQblk  f^ysteai  of  redemption,  winch  was  established 
in  order  to  protect  sound  banking  currcnc\'  from  being  driven 
ont  of  circulntion  by  the  inferior  currency  of  other  Slates. 
The  suspension  of  specie  payments  Houth  and  west  of  New 
England  in  1814  rcsnltcd  in  the  introduction  of  depreciated 
notes  across  the  Connecticut  border  and  dro\'e  the  Connec- 
ticut bank-notes  into  private  hoards  or  brought  them  to  the 
hauks  for  redemption  iu  specie.  The  bauks  of  Maine  e»* 
cmmtcrcd  a  similar  situation  prior  to  the  suspcusion  of  specie 
payments  iu  1S57.  They  were  forbidden  by  law  to  issue 
notes  below  $5,  with  the  ol^ect  of  keeping  the  currency 
saturated  with  coin,  but  this  purpose  was  defeated  by  the 
circulation  of  the  small  nates  of  tlic  banks  of  neighboring 
States.  The  banks  of  Boston  fouud  themselves,  eveu  before 
the  dose  of  the  last  century,  under  somewhat  the  same  com- 
petition from  the  countrj'  bsinks  of  Massacliuselts.  The 
Boston  banks  at  first  undertook  to  send  the  country*  notes 
promptly  home  for  redemption,  but  the  banks  protested 
against  thi«  policy.  The  Boston  banks  then  refused  to  re- 
ceive the  country  notes  aiiogelher.  The  result  was  the 
hoarding  of  "  Boston  money,"  which  was  sold  at  a  small 
premium  to  persons  having  payments  to  make  at  the 
banks,  while  the  channels  of  circulation  were  filled  with  the 
country  notes,  which  were  known  as  "  foreign"  or  "current 
money." 

Several  attempts  were  made  iu  Boston  to  establish  a 
redemption  office  for  sending  notes  home  for  redemption, 
but  it  was  not  until  1813  tbat  a  sv'stematic  method  of  clear- 
ing and  redemption  for  bank-notes  was  put  in  operation  by 
the  New  England  Bank.  The  discount  on  the  notes  of 
"foreign"  banks  was  larger  than  the  actual  expense  of 
redemption  justified,  and  the  Xew  England  Bank  gav« 
notice  that  it  would  charge  oiily  the  actual  cost  of  sending 
foreign  moucy  home  for  redemption  ^d  obtaining  the 
specie  for  it.     The  execntion  of  their  plan  brought  down 
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llie  discomit  oo  "  foreign  "  notes  from  four  or  five  per  cent. 
to  one  per  cent,  for  notes  of  Massaclitisetts  batiks  auil  some- 
wliat  more  for  those  of  otlivr  States. 

The  Suffolk  Bauk  was  iucorparated  in  Boston  In  i&tS  and 
tile  dircctoni  dctcmiincd  to  give  special  attention  to  foreign 
exchanges.  A  committee  appointed  to  consider  tlie  subject 
in  1S19  reported  that  it  was  t-xpedieni  "to  rvceive  at  the 
Suffolk  Bank  the  sc\'eral  kinds  of  foreign  money  vhidi  nre 
now  received  at  the  New  England  Bank,  and  at  the  same 
rate$."  Tiiey  reconimcmled  that  if  any  bank  should  make 
ft  permanent  deposit  of  $5000  with  the  Suffolk  Bauk,  with 
sach  fnrlhw  sums  as  were  necessarj'  from  time  to  lime  to 
redeem  its  hills  taken  by  the  Suffolk  Bank,  such  hank 
should  have  the  privilege  of  recciviug  its  bills  at  the  some 
discount  at  which  they  were  purchased.  They  recommended 
that  the  banks  of  Providence  and  Xewport  and  twenty-three 
others  keeping  an  account  %viih  Ihe  Suffolk  have  the 
privilege  of  receiving  buch  of  their  bills  as  were  received  by 
the  Snffolk  bank  at  the  s-nme  discount  as  taken,  without  the 
permanent  deposit  of  ^s^''^'  provided  these  banks  would 
make  all  their  deposits  at  the  Suffolk  Bauk  and  at  all  times 
have  money  to  redeem  the  bills  taken. '  The  policy  to  be 
adopted  towards  banks  refusing  to  make  a  deposit  was  to 
send  Ihfir  notes  home  for  redemption.  These  recommenda- 
tions were  p\ii  in  force  and  the  lively  conipelitioii  of  the 
Suffolk  with  the  Nc%n'  England  Bank  soon  forced  exchange 
on  Massachusetts  notes  to  one-half  of  one  per  cent.,  or 
even  less. 

The  notes  of  the  Boston  banks  were  still  crowded  out  of 
circulation  by  the  slight  diacount  on  the  notes  of  the  country 
banks  and  it  was  found  in  1824  that  the  permanent  eircuU- 
tion  of  the  eleven  city  hanks,  with  n  cnpitnl  of  §ii.i50,o(»j, 
was  not  more  than  $300,000,  while  the  comitr>-  banks,  with 
a  capital  of  less  than  $9,000,000,  had  n  circtilation  of 
$7,500,000.  An  agreement  was  made  betwccu  the  Suffolk 
and  »x  other  Boston  banks  by  which  a  ftmd  of  $^00,000  in 
their  notes  was  furnished  the  Suffolk,  (o  be  paid  ont  In 

'  Wliito^y,  t-i. 
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equal  proportions  in  the  purcliase  of  cotmlry  bank-notes. ' 
The  tendency  of  this  policy  was  to  force  tbe  city  notes  into 
circiilntiou  and  withdraw  the  country  notes  unless  thc-y 
were  maintained  absolutely  at  par  by  the  action  of  the 
country  banks.  The  plan  was  vigorously  resisted  at  finiE 
b>-  the  country  banks  and  the  Boston  os&ociatiou  was 
decorated  with  such  opprobrious  names  as  the  "  Holy 
Alliance"  and  "Six-tailed  Bashaw."  Tbe  country  banks 
were  forced  to  yield.  howi!ver.  and  most  of  them  consented 
to  make  the  permanent  deposit  ot  $2000  which  was  now 
required,  in  addition  to  a  sufficient  sum  for  current  redemp- 
tiuns.  The  notes  of  those  maintaining  their  redemption 
fund  were  received  at  par  and  \vere  charged  up  against  them 
once  a  week  or  as  often  as  might  he  convenient.  The  Suf- 
folk Bank  charged  interest  nhene\'«r  the  amount  redeemed 
exceeded  the  funds  to  the  credit  of  tlie  issuing  bank,  but 
received  the  notes  of  all  banks  in  gocwl  standing  and  placed 
tbem  to  the  credit  of  the  bank  sending  them  in. 

A  sort  of  clearing  house  was  thus  established  which 
enabled  the  issues  of  one  banic  to  be  set  off  against  those  of 
another  in  making  settlements.  The  effect  of  restoring  the 
country  notes  to  par  was  to  reduce  the  circulation  of  sixteen 
MtL'^sfichn^'ctts  banks  within  six  months  by  $582,781  and  to 
increase  the  circulation  of  the  Boston  banks  by  $183,^97. 
Wheu  any  bank  refused  to  join  the  SuflFolk  system,  the 
vSuffoIk  Bank  simply  presented  its  notes  fur  redemption. 
This  course  soon  convinced  the  majority  of  the  country 
banks  that  it  was  better  to  clear  through  the  Suffolk  Bank 
than  to  maintain  an  unequal  competition  with  neighlicring 
banks,  which  bad  tbe  prestige  of  belonging  to  tbe  Suffolk 
system  and  whose  notes  were  at  par  throughout  Kew  Kng- 
land.  The  suspension  of  specie  payments  in  1S37  put  an 
end  to  enforced  redemptioa  for  a  time,  but  the  majority  of 
the  banks  continued  to  settle  their  balances  through  the 
Suffolk  Bank  and  their  bilU  passed  current  all   over  the 

'John  Amoty  Lowell,  wtao  eemd  oa  the  "  Foreign  Money  Cotn- 
mitlec"  for  forty-two  jcus,  and  WiUiom  Lawrence,  preptued  this 
ptau  and  lepoil. 


320  HISTORY  OF  MODERN  BANKS  OF  ISSUE. 

Union,   while  those  of  the  other  banks  had  only  a  local 
circulation. ' 

A  branch  redemption  agency  was  established  in  Rhode 
Island,  by  which  the  Merchants'  Bank  of  Providence  receiTed 
at  par  from  the  Rhode  Island  banks  the  bills  of  all  other 
banks  in  New  England  and  settled  balances  as  far  as 
possible  among  the  Rhode  Island  banks.  Bills  issued  by 
banks  outside  of  Rhode  Island  were  sent  to  Boston,  and 
Rhode  Island  bills  were  sent  in  bulk  by  the  Suffolk  Bank  to 
Providence.  Legal  encouragement  was  given  to  the  Suffolk 
system  in  Vennont  by  the  Act  of  1842,  which  levied  a  tax 
of  one  per  cent,  upon  bank  capital,  but  remitted  the  tax  to 
any  bank  which  should  "  keep  a  sufficient  depOMt  of  fimds 
in  the  City  of  Boston,  and  should  at  that  city  uniformly 
cause  its  bills  to  be  redeemed  at  par."  All  but  three  of 
the  Vermont  banks  were  members  of  the  s>'Stem  before  1848 
and  in  1850  all  had  joined.  Several  of  the  Maine  banks 
resisted  for  a  time  and  received  the  support  of  the  bank 
commissioneTS  in  1837,  but  their  circulation  became  limited 
to  their  immediate  locality  and  the  s>'stem  was  commended 
by  the  commissioners  in  later  reports. 

The  handsome  profits  derived  by  the  Suffolk  Bank  from 
the  redemption  sj'Stem  led  to  several  efforts  to  establish  a 
rival  institution.  The  work  of  the  Suffolk  Bank  was  so  well 
done  that  it  was  not  until  1855  that  these  efforts  bore  tangible 
fruit.  The  Bank  of  Mutual  Redemption  was  then  estab- 
lished for  the  specific  purpose  of  redeeming  the  curTenc>'  of 
the  New  England  banks  at  par.  The  bank  went  into  opera- 
tion in  1858,  with  135  Xew  England  banks  interested  as 
stockholders  and  thirty-five  keeping  a  permanent  deposit 
aggregating  $143,000.  The  bank  was  admitted  to  the 
clearing  house  after  a  struggle  and  most  of  the  country- 


'  "At  the  time  when  the  SnBblk  sj-stem  was  at  its  best  I  lived  in 
Chicago.  Tbe  notes  of  Massachusetts  banks  were  in  great  request 
tbere,  TTiej  were  considered  the  best  currency  going  and  they  bore 
a  preminni  over  tbe  notes  of  Illinois  and  Wisconsin  banks."  Testi- 
inonj-  of  Horace  White  before  House  Committee  on  Banking,  House 
Report  150S,  53d  Cong.,  3d  Sess.,  Ii4. 
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banks  withdrew  from  the  Suffolk  and  transferred  their  de- 
posiis  to  the  Bank  of  Mutual  Retlemption.  There  was  some 
fiiction  between  the  two  iiuttitutloiu  and  It  was  feared  iit 
some  quarters  that  the  entire  system  would  be  endangered, 
but  a  mutual  exchange  of  the  notes  of  tiieir  patrons  was 
arranged  between  the  two  lunks.  The  Suffolk  Bank  with- 
drew frtMii  the  syjitem  on  November  1.  1858.  upon  llie  gnniiid 
that  "  its  main  feature,  the  righi  to  aend  lioine  bills  for  hpecjc, 
cannot  be  given  up  without  destroying  its  efficacy,"  and 
that  "under  the  existing  circum^ctances  the  bank  does  nut 
wish  to  sund  in  the  way  of  a  trial  of  tlie  atteuiple<l  exiwti- 
nicnt  of  a  foreign  money  system  to  be  conducted  on  less 
stringent  principles."  The  Suffolk  Bank  continued  to 
receive  counin*  money  at  a  dtscotint  of  twenty-five  cents 
per  $1000  and  to  share  to  this  degree  iu  the  business  of 
redemption. 

The  circulation  of  the  New  England  banks  in  185A  was  leas 
than  $40,000,000  and  the  redemptions  for  that  year  throug;h 
IheSnffulk  Bank  wtTe;^oo,ouo,ooo.  Evtry  note,  ihircfore,  on 
the  average,  passed  through  the  redemption  agency  leii  times  a 
year,  or  a  little  less  often  than  once  a  month.  This  frequency 
of  redemptions  not  only  tested  the  solvency  of  the  banks  by 
the  ultimate  test  of  a  banking  currency,  but  it  kt-pt  tlie  cir- 
culation constantly  adjuntetl  to  busine5.s  conditions.  The 
redemptions  through  the  Suffolk  agency  were  #76.248.000 
iu  i3i+  and  increased  to  $105,457,000  in  1837.  There  i*-cre 
tlnctuations  during  the  period  of  specie  suspension,  but  the 
redemptions  increaMxl  progressively  to  $137,000,000  in  r845, 
$z20,ooo,ooo  in  1850  and  $34i.ocw,cx»  iu  1855.  until  they 
reached  their  maximum  of  ^00.000,000  in  1858.  The  ex- 
penses of  carrying  on  the  redemption  agency  reached  b 
maximum  of  $40,000  in  1838.  making  an  average  expense 
of  ten  cents  per  $1000,  The  suspension  of  specie  payments 
by  the  banks  of  the  country-  at  the  close  of  i86t,  as  the  le- 
,sult  of  Secretary  Chase's  issue  of  gm'emmetit  demand  notes, 
arrested  the  regularity  of  redemptions  through  the  Suffolk 
system  and  it  was  superseded  before  resumption  by  the 
National  banking  system.     The  Suffolk  system  was  ncvxr 
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sustained  by  formal  law,  "but  it  maintained  New  England 
bank  currency  for  a  generation  at  par  with  gold  and  pre- 
vented any  losses  to  note-holders  larger  than  a  fraction  of 
one  per  cent,  of  the  entire  volume  of  circulation. 

New  York  tried  two  banking  systems  under  which  many 
strong  banks  were  created,  but  both  of  which  failed  in  some 
degree  through  defects  of  detail.  The  early  New  York 
banks  issued  notes  against  their  general  assets  and  were 
chartered  under  special  acts  of  the  legislature,  which  were 
granted  to  some  extent  as  political  favors.  The  Bank  of 
New  York  was  incorporated  by  Act  of  March  21,  1791,  after 
having  done  business  for  seven  years  under  articles  of  associ- 
ation drawn  by  Alexander  Hamilton.  This  bank  retained 
a  practical  monopoly  in  New  York  City  until  1799,  when 
the  Manhattan  Company  began  a  banking  business  with  a 
capital  of  $2,000,000.  The  charter  was  obtained  by  the 
management  of  Aaron  Burr  and  would  undoubtedly  have 
been  refused  by  the  Federalist  majority  in  the  legislature 
if  it  had  been  clearly  understood  that  it  carried  banking 
powers  ;  but  the  charter  was  granted  for  the  avowed  purpose 
of  supplying  the  City  of  New  York  with  pure  water  and 
cloaked  the  banking  power  under  a  general  provision  per- 
mitting the  company  to  employ  its  surplus  in  any  moneyed 
transactions  not  inconsistent  with  the  laws  of  the  State.' 
Six  additional  banks  were  chartered  up  to  181  r  ;  nine  ad- 
ditional in  that  and  the  following  year,  after  the  lapse  of  the 
charter  of  the  Bank  of  the  United  States ;  and  twenty-fOur 
more  from  1813  to  1825. 

Thirty  New  York  bank  charters  were  to  expire  between 
1829  and  1833,  and  Governor  Van  Burcn  in  the  former  year 
urged  upon  the  legislature  a  sweeping  measure  of  reform. 
He  presented  what  is  known  as  "the  safety-fund  plan," 
which  he  stated  had  been  presented  to  him  by  Mr.  Joshua 
Forman  of  Syracuse.  Mr.  Forman  declared  that  "The 
propriety  of  making  the  banks  liable  for  each  other  was 
suggested  by  the  regulations  of  the  Hong  merchants  in 
Canton,  where  a  number  of  men,  each  acting  separately, 

'  Roberts,  477. 
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have,  by  a  grant  of  the  go\'«Tnmetit,  the  exclusive  right  of 
trading  with  foreigners  aud  are  all  tiiiide  liable  for  the  debts 
of  each  ia  case  of  failure."  Mr.  Pormaa  did  not  propose 
to  extend  this  principle  further  than  iht:  gnarantec  of  the 
circulating  notes,  but  by  accident  or  design  the  btH  which 
pasticd  the  legislature  made  the  safety  fund  liable  for  all  the 
del>ts  of  a  failed  bank.  Hach  bank  was  required  to  pay 
annually  to  the  Treiisurer  of  tlie  Slate  a  sum  equal  to  one- 
half  of  one  percent,  of  its  capital  stock  until  the  payments 
should  noiount  to  three  per  cent.  The  first  act,  approved 
April  2,  1839.  provided  for  the  distribution  of  the  asaels  of 
a  failed  bank  in  the  usual  way  and  thnt,  after  all  the  assets 
had  been  turned  into  money  and  the  final  distribution  made, 
a  court  of  chancery  should  enter  an  order  showing  the 
amount  necessary  to  discharge  the  remaining  debts  and 
should  authorize  the  Comptroller  to  pay  the  amount  from 
the  bauk  fund.  This  law  wu:^  modified  by  the  Act  of  May  S.  t 
1S37.  to  enable  the  State  authorities  to  lake  such  measures 
as  might  be  necessary  for  the  immeiliate  payment  of  the  ' 
notes  of  any  insolvent  bank  whose  liabilities  in  excess  of 
assets  should  nut  exceed  two-thirtls  of  the  bank  fund.  It  ' 
iras  not  mitil  1843.  after  the  failure  of  nine  of  the  banks 
incorporated  under  the  safety  fund  system^  that  an  act  was 
passed  making  the  circulating  notes  only  a  charge  against 
the  safety  fund  and  leaving  the  other  liabilities  of  the  failed 
bank  to  be  paid  from  the  assets. 

The  panic  of  1S37  put  the  safety  fund  to  its  first  test  and  \ 
cotnpelled  the  State  Comptroller  to  make  heavy  payments  '' 
in  the  redemption  of  circulating  notes.     Three  important    ' 
bank$  in  Buffalo  failed  early  iu  May,  1837,  with  a  reported 
circulation  of  $4.13,961.      The  Comptroller  announced  that 
their  bills  wmdd  be  received  iu  payment  of  caual  tolls  and 
other  debts  to  the  State  and  they  were  maintained  substan- 
tially at  par.    The  diarters  of  two  bauka  were  repealed  by 
the  Legislature  in  1837  and  their  notes  redeemed  by  the 
State,  but  one  of  these  ch.irters  was  renewed  and  the  pay- 
ments from  the  safety  fund  were  rcunbunied.     The  safety 
Amd  was  practically  intact  iu  1840  and  stood  at  $870,615. 
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'  The  next  three  years  witnessed  eleven  failures,  which  prac- 
tically wiped  out  the  safety  fund  and  compelled  calls  ujkmi 
I  the  solvent  bonks  to  make  it  gcx)d.  The  redemption  of 
notes  was  suspended  after  the  first  four  failures,  because  the 
fund  was  deemed  no  more  than  suiBcient  to  cover  tlieir 
liabilities,  but  the  Act  of  1842  permitted  the  t>3nks  to  antici- 
pate their  annual  contributioas  by  as  much  as  six  years  in 
some  ca!ies  and  to  pay  into  the  fund  at  par  Uic  notes  of  the 
fiiiled  Ixiiiks.  The  banks  very  generally  look  adi'antage  of 
this  provision  and  made  a  good  profit  on  notes  of  the  Jailed 
banks  Tvliich  had  fallen  into  their  bands  at  a  considerable 
di»xiiint.  Their  advance  payments  did  not  involve  a  loss 
of  interest,  as  tlie  original  law  required  the  iovestmeiil  of 
the  bank  fund  and  the  payment  of  interest  to  the  banks, 
and  the  Act  of  1S42  granted  seven  per  cent,  interest  on  the 
ad%'ance  payments.  Redemptions  of  notes  up  to  September 
30.  1S30,  were  ^1,614,577  and  payments  to  other  creditors 
up  to  1851  were  $1,083,109. 

The  failure  of  the  Lewis  County  Bank  tn  Nm'cmbcr,  1854, 
with  deposits  of  only  $1,99$  and  outstanding  notes  for  $148, • 
545,  found  the  safety  fund  no  longer  ade<iuate  to  redeem 
ctrculatiotl.  Future  contributions  up  to  1S60  were  pledged 
for  the  redemption  of  the  public  stocks  which  had  been 
issued  to  obtain  ready  money  to  provide  forprevious  (ndures. 
The  notes  of  the  Lewis  County  Bank  were  finally  redeemed 
twelve  years  later  and  the  notes  of  the  three  banks  which 
foiled  in  1857  were  provided  for  out  of  their  assets.  The 
total  contribudous  to  the  safety  fund  frotn  its  creation  to  the 
abolition  of  Uie  system  wx-re  $3,104,999. 
I  The  safety  fund  system  broke  down  primarily  because 
the  fund  was  made  to  cover  all  liabilities  instead  of  Mmply 
the  liability  for  note  issues.  The  fact  that  aootlicr  system 
was  adopted  for  banks  otganized  after  1838  olso  operated  In 
the  injury  of  the  safety  fund  .systcm,'bccau.se  no  new  Ii3nk.s 
became  contributors  and  the  fiulute  and  withdrawal  of  s<_imc 
of  the  old  ones  gradually  reduced  the  number  over  whose 
,  resources  Ihe  liability  was  distribnted.  Another  evil  by 
I  no  means  inherent  in  tbe  safety  fund  sj-stcm,  but  whlcli 
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increased  the  demnnd  upon  it,  was  the  issue  vA  notes  by 
several  of  ihesafcly  fund  banks  in  excess  of  tlie  maximum 
allowed  by  law.  This  defect  was  remedied  tu  1843  by  an 
act  providing^  for  the  issue  of  note:!  r<:gistcrcd  and  counter- 
signed by  the  Comptroller  and  tlie  surrender  of  the  plates 
■with  which  the  banks  were  theu  printing  tlieir  notes.  I  A' I 
mistake  was  made  also  in  basing  the  contributions  of  the 
bunks  to  the  Kafuty  fund  upon  their  capital  rather  than 
upon  their  outstanding  circulation.!  But  the  arrest  of  the 
expansion  of  the  system,  the  over-issue  of  notes  in  viola- 
tion of  law,  and  the  di-ttribution  of  the  assessment  in  pro- 
portion to  capital,  would  not  haVK  prevented  the  success  of 
the  safety  fund  system  if  the  fund  had  been  maintained 
exclusively  for  the  redemption  of  circulating  notes.  The 
fimd  would  have  amply  scaircd  the  notes  of  the  Kew  York 
banks  and  ensured  their  prompt  redemption  at  par,  c\'ea 
without  the  reduplicated  security  afforded  by  the  constitu- 
tion of  1846,  which  made  the  notes  a  first  lien  on  the  ».ssets 
and  made  stockholders  liable,  to  the  amount  of  their  stock, 
for  the  debts  of  a  failed  bank  contracted  after  January  i. 
1850.  A  careful  estimate  shows  that  the  annual  a&sc&smcnt 
lequired  on  the  average  from  \%itj  to  1865  to  keep  the  fund 
^ood  and  redeem  every  dollar  of  the  circulation  of  suspended 
banks  would  have  been  less  than  one-fourth  of  one  per  cent. 
iA  the  hanking  capital,  or  about  three-eights  of  one  per  cent. 
on  the  average out.<itanding  circulation,' 

Bank  charters  continued  to  be  granted  in  New  York  by 
special  acts  and  to  be  subject  to  political  &vor  after  the 
adoption  of  tbe  :«afety  fund  plan  and  up  to  1S3S.  A  cam- 
paign for  free  banking. — in  the  sense  of  eq^ual  right  to  all 
persoos  complying  with  fixed  conditions, — was  waged  by 

'  Root,  New  Yowk  Bank  Citrrrncy,  "  Soond  Cnrrency."  Vol.  IL, 
Ko.  5.  p-  IS-  Mil1})rd  FilhnoK,  who  w««  CamptroIlK  of  (h«  Stat*  itt 
1S48,  showed  that  up  to  tlint  lime,  covering  tlie  pcriwi  of  the  mo^ 
nomerous  failures,  tUe  contribiitioos  to  the  safety  fond  bad  been 
^,876,063  aud  the  otiUtuidiDg  circuUlioa  of  Ibc  foiled  bank*  $1,543,- 
^8,  leavintf  a  surfilus  of  $537,505.  if  the  fuud  bad  been  used  suiiply 
to  |;UanuiU-e  cirrnlation. 
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the  Loco-Foco  Democrats  for  several  years  and  bore  fruit  'm. 
the  Free  Banking  Act  of  April  18,  1838.  Individuals  or 
as8cx:ititton$  were  authorized  tty  this  act  to  engage  in  the 
issue  of  notes,  which  were  to  be  delivered  to  them  by  the 
State  Comptroller,  upon  depositing  with  him  the  stocks  of 
the  United  States,  of  the  State  of  Xcw  York,  or  of  any 
other  State  approved  by  the  Comptroller,  made  equal  to  A 
6ve  per  cent.  New  York  stuck.  Pro\'iston  was  also  made 
for  issuing  notes  on  bonds  and  mortgages  on  impro\'ed,  pro- 
ductive and  unincumbered  real  estate  worth  double  the 
axoQunt  secured  by  the  mortgage,  and  the  notes  were  to 
show  whether  they  were  secured  by  stocks  or  by  mortgages. 
The  mortgage  feature  of  the  law  opened  the  door  to  a  paper 
money  Saturnalia  as  dangerous  as  the  issues  of  Law's  Bank, 
the  assig^ialt  of  the  National  Assembly,  or  the  I.,and  Bank 
of  Norway  ;  but  fortunately  the  conditions  attached  to  the 
issue  of  notes  for  mortgages  were  somewhat  severe  and  such 
issues  never  attained  any  considerable  proportion  of  the 
aggregate  circulation  of  the  free  banks.  The  provision  for 
mortgages  as  a  luists  for  circulntjon  was  repealed  in  rSdj 
and  securities  for  note  issues  were  restricted  solely  to  stodks 
of  the  State  of  New  York  aud  of  the  United  States. 

Individuals  as  well  as  associations  were  prompt  to  take 
advantages  of  the  free  banking  law  and  the  amount  of  cafn- 
tal  subscribed  by  January  i,  iSjg,  was  $10,8^,175.  The 
actual  circulation  under  the  law  at  that  time  was  onl^ 
$396,300,  but  the  circulatioin  had  increased  by  Decetnber 
I,  1S39,  to  about  $6,ooo,oc»,  issued  by  seventy-six  persons 
or  associations,  with  6(t>--8even  additional  applications 
pending.  Eight  of  these  bonks  went  out  of  business 
before  January  1,  18141,  and  eighteen  more  fuUonxd  in  the 
course  of  the  next  year.  The  notes  were  redeemed  at  an 
average  discount  of  twenty  per  cent,  for  those  seemed  by 
stocks  and  twenty-five  per  cent,  for  those  secured  by  stodc 
and  real  estate.  The  results  of  the  soles  of  securities  up 
to  the  cloM  of  1850  showed  aggregate  receipts  of  $i,t4a,75S 
upon  stocks  which  had  been  accepted  as  security  for  circuhi- 
tioD  to  the  amount  of  $1,468,345.    This  aifivded  a  itindend 
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of  about  77  per  cent,  upon  the  circulation  tbu-s  redeemed. 
The  New  Yurk  iftocks  sold  on  the  average  for  92.86  per 
ccat. ;  Michigan  Atockii  came  next  at  72.95  per  cent. ;  Indiana 
■bringing  up  the  rear  nt  49.08  per  ceat. 

The  fact  that  individuals  could  issue  notes  under  the  free 
banking  law  upon  the  deposit  of  securities  led  to  many  ti- 
sionnry  efforts  to  exploit  credit  and  resulted  in  1S44  in  legis- 
lation requiring  an  individual  banker  to  deposit  !;ecunttes  to 
the  amount  of  not  l&s  than  S5o,cxX)  and  to  transact  business 
in  the  place  lu  which  he  resided.  A  market  was  created  in 
New  York  for  a  time  for  securities  which  did  nut  hud  a 
ready  sale  elsewhere  and  quotntions  for  such  securities  were 
strengthened,  but  this  market  was  destroyed  by  the  Act  of 
1S40,  limiting-  the  securities  thereafter  accepted  to  those  of 
New  York.  Such  changes  gradually  strcngtheucd  tlie  sys- 
tetu  until  there  was  little  to  be  desired  on  the  single  ground 
of  security.  The  failures  during  the  first  twelve  years  of 
the  free  banking  system  showed  los.scs  of  $326,000.  or  only 
$27,200  per  year  on  an  average  circulatiou  of  about  56.000.- 
000.  This  was  less  than  one-half  of  one  per  cent,  per  year 
and  the  losses  in  the  remaining  lifteeii  years  of  the  operation 
of  the  system  averaged  on\y  $4800  per  year  on  a  circulatiun 
of  about  $22,000,000.  or  less  thau  one-fbrtieth  of  one  per 
cent.  The  circulation  issued  under  the  free  bauking  law 
was  not  a  strong  reliance,  howe\'er.  in  times  of  pressure  .iiid 
was  threatened  at  such  times,  when  strength  was  most 
needed,  by  the  decline  in  securities.  It  had  little  elasticity 
and  did  nut  meet  the  demands  of  the  business  cummunity  in 
Uiis  respect  nearly  so  well  as  the  circulaiion  of  the  safely 
fund  banks.  Defects  of  detail  were  gradually  eliminated, 
however,  and  the  s>'stcra  was  successful  enough  to  attract 
attention  in  Canadit  in  1830  and  to  become  the  mcxlcl  of  the 
national  banking  system  of  the  United  States  in  1863. 

The  banking  l.iws  of  New  York  were  followed  also  in 
many  Western  States,  but  not  alwaj-s  closely  enough  to 
assure  the  later  systems  the  solidity  of  the  original.  The 
State  Bank  of  Ohio,  created  in  1845,  was  one  of  the  best  of 
these  institutions  and  its  note  issues  were  protected  by  a 
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combination  of  the  safety  fund  and  security  [Hinciples.  The 
bank  was  aot,  as  its  name  might  imply,  an  institution  of 
State,  but  was  owned  entirely  by  individuals  and  acted  as  a 
.sort  of  board  of  control  for  tlic  branch  banks.  Each  branch 
vpoA  required  to  deposit  with  the  board  of  control  ten  per 
cent,  of  the  amount  of  its  circulating  ttotes,  either  in  specie 
or  In  the  bonds  of  tlic  Stale  or  the  Untied  States,  as  a  safely 
fund  for  the  protcctitm  of  the  entire  note  isaucs  of  the  bank. 
Hach  branch  was  liable  for  the  circulation,  but  not  for  the 
otlier  liabilities,  of  the  other  branches.  The  reimbursement 
of  the  safety  fund  for  notes  redeemed  was  constituted  the 
linil  lieu  on  Ibe  as.i>ets  of  a  failed  branch.     The  State  Bank 

I  of  Ohio  was  emiocntly  succcssftU  and  was  managed  in  much 
the  same  wny  as  the  Stnte  Bank  of  Indiana.     The  aggregate 

icapila]  of  the  thirty-six  brandies  in  1863  was  $4,054,700  ; 
circulation,  $7,246,513;  loans  and  discounts,  $8,653,459; 
deposits,  $5,631,639  ;  and  specie.  $2,316,983. 

The  State  of  \[ichigan  enacted  a  safety-fond  law  in  1836, 
but  it  was  fbrgotteu  aud  ignored  ia  the  phrensy  of  paper  in- 
flation which  swept  over  the  State  during  the  next  few 
years.  The  first  session  of  the  State  legislature  in  1S37 
passed  n  general  banking  law,  which  was  followed  up  after 
the  panic  in  the  same  year  by  an  act  permitting  new  banks 
to  begin  business  in  a  condition  of  suspension  of  »pccic  pay* 
mculs.  Thirty  per  cent,  of  the  capital  was  required  to  be 
paid  in  specie,  but  this  provision  was  evaded  by  borrowing 
specie  for  a  few  days  when  the  bank  commissioners  m.ide 
their  tours  of  inspection.  Any  twelve  free-holders  could 
funn  a  bank  i{  tliey  were  able  to  show  a  capital  of  $50,000, 
including  thirty  per  cent,  in  specie  and  the  remainder  in 
bonds  and  mortgages  approi'ed  b>'  the  Auditiw'  General  of 
the  State.'  The  restraints  of  the  law  \njc  m>  recklessly 
Wolalcd  that  tlic  State  was  soon  flooded  with  $t  ,000,000  in 
worthless  bills.  Banks  were  created  after  specie  rcsaroption 
in  the  most  inaccenible  places,  that  their  notes  might  not  be 
presented  for  redemption :  aud  Eastern  speculators  took  out 


'  HclcU.  Senilis  Ex.  Doc.  38. sa«l  Conic-.  »d  !><»■.  7<*> 


TitR  STATE  BAKJCfKG  SYSTEMS. 


329 


Michigan  charters  and  issued  the  ImIU  in  other  States  where 
the  standing  of  the  banlc^;  could  not  be  known.  "  They 
were  at  a  great  discount,' '  says  Judge  Cooley,  "  as  compared 
with  Ea-stcm  bills ;  the  issuer  of  one  bank  were  at  a  dls* 
count  as  coniparc<l  with  those  of  another;  merchants  kept 
couriers  by  whom  they  hurried  off  to  the  banks  of  issae  'Oo/t 
billt.  Oit-y  werv  compelled  to  lake,  that  they  might  If  possi- 
ble exchange  them  for  something  in  which  they  had  more 
coufidence.  No  '  circulating  medium  '  ever  bcfoic  circulated 
so  rapidly."  '  Fraudulent  over-issues  were  frequent  and  in 
many  cases  were  not  even  recorded.  Misery  and  bankruptcy 
spread  over  the  State,  with  their  natural  Kquence  of  stay 
laws  and  laws  fixing  the  value  at  which  the  property  of 
debtors  should  be  taken.  The  free  banks  were  near!)-  all  in 
the  hands  of  receivers  when,  in  1844,  the  Supreme  Court  of 
the  State  decided  that  even  the  receiverships  had  no  legal 
existence,  for  tlie  general  banking  act  had  been  passed  in 
violation  of  the  constitutional  provision  regarding  corpora- 
tions, which  implied  the  neceasity  of  a  separate  charter  in 
each  case. 

Banking  laws  basing  the  issue  of  notes  upon  securities 
were  adopted  by  Illinois  in  1851,  Indiana  in  1852,  Wisconsin 
in  1853,  and  other  States  soon  after.  The  restrictions  which 
ex[>erieiice  in  New  York  showed  to  be  necessary  to  protect 
note-holders  received  little  attention  in  the  West  and  the 
rapid  depreciation  of  the  "red  dog"  and  "wildcat "  cur- 
rency cast  a  suspicion  tipon  State  bank  issues  which  has 
survived  to  this  dny.  Fifty-one  of  the  ninety-four  free 
banks  of  Indiana  su.spcndcd  before  the  panic  of  1S57  and 
most  of  those  left  tumbled  like  a  house  of  cards  in  all  the 
States  when  the  pressure  came.  A  fictitious  market  was 
created  for  securities,  which  brought  prices  that  could  not 
1ia\*c  been  otherwise  obtained,  and  the  stimulus  was  thus 
given  for  the  creation  of  public  debt  by  the  issue  of  securities, 
the  ifisue  of  bank-notes  on  the  securities,  the  purchase  of 
more  securities  to  be  used  as  the  pledge  of  new  bank-notes. 


'  .VtcAiVfl".  371. 
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and  !io  on  in  an  endless  ch&in  of  debt  creation  nnd  the  infla- 
lion  of  paper  wealUi.  It  wns  usually  found  when  a  banfc 
failed  that  the  securitieA  could  not  be  marlcclcd  for  tbtdi 
face  value  and  iii  many  cases  that  there  n'ere  no  other  avail- 
able assets.  The  Bonk  Comptroller  of  Wisconsin  rcpOTtcd 
as  late  as  1863  a  list  of  6ftecn  foiled  banks  whose  notes  ^e 
I  was  redeeming  at  rates  ranging  frcnn  sixty  cents  to  ninet}-- 
)  five  and  a  half  cents  on  the  dollar.'  Tlie  ba»s  of  redemp- 
tion, hon'cver,  was  not  coin,  but  United  States  Treasury 
notes,  themselves  depreciated  about  thirty  per  cent.,  so  that 
it  was  neoessary  to  multiply  the  one  depTecialion  into  the 
other  to  obtain  the  scanty  proceeds  in  coin  of  Wisconsin 
notes  bused  upon  "secarilie*."  Free  backing  \avn  ■were 
passed  in  eastern  States,  but  the  system  made  little  headway 
in  those  States  against  the  esublished  credit  of  the  chartered 
banks. 

One  of  the  most  dismal  chapters  iu  American  banking 
histor>'  is  that  which  records  the  creation  and  coltap^  of 
banks  owned  and  managed  by  the  States.  The  Fe<leT&] 
Constitution  sought  to  close  the  door  against  issues  of  the 
legal  tender  paper  nionc>',  which  had  worked  sach  havoc 
with  prices  and  credit  during  the  Rcvulutionary  era,  by  the 
decree  that  no  State  should  "  emit  bills  of  credit."  The 
Supreme  Court  sustained  the  force  of  this  prohibiiion  in  the 
case  of  Craig  vs.  the  State  of  Missouri  (4  Peters.  410).  and 
decided  that  the  certiBcates  issued  by  the  Slate  and  made 
receivable  for  salaries  and  taxes,  e^'en  though  not  full  leg«t 
tender,  fell  under  the  ban  of  the  constitutional  re^ttrietion. 
A  different  spirit  ruled  the  court  when  ihc  case  of  BriKO  17. 
Ihc  Bank  of  the  Commonwealth  of  Kentucky  was  decided 
in  r837.  Chief-Justice  Mnrtiball  had  just  died,  but  Justice 
Story,  who  dissented  from  the  majority  decision,  iusisicd 
that  his  dead  associate  had  agreed  with  him,  that  the  pend- 
ing case  could  not  be  distinguished  in  principle  from  that  of 
Craig  t'J.  Missouri.  The  majority  found  a  distinction  in  the 
fact  that  the  bills  in  question  were  issued  by  a  iMink  under 

■  R^poriofthe  SecTtiaryo/the  Tttaiuryom  CondiHott  of  the  Bamkt 
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the  direction  of  a  president  and  twelve  director*.  They  held, 
iiotnitli&tandiiig  the  fact  that  the  Ixiuk  was  exclusively  the 
property  of  the  State,  that  the  notes  were  not  "bills  of 
CTe<Ut  "  within  their  dcfiiiiuon,  which  included  only  "  paper 
issued  by  the  authority  of  a  State  on  the  faith  of  the  State, 
and  designed  to  circulate  as  money."  ' 

The  luauia  for  banks  of  State  n^as  already  well  on  its 
course  before  this  dcci^on  vras  made.  The  Commonwealtl] 
of  Kentucky  had  been  pari  owner  in  the  Bank  of  Kentucky, 
incorppratctl  in  1806.  and  owned  S58(i.4no  of  the  capital 
stock  of  $i. 726. 100  when  the  charter  was  repealed  in  i8«. 
The  Bank  of  Kentucky  was  hampered  throughout  its  career 
by  State  interference,  but  wns  paying  specie  and  its  stock 
was  at  par  when  the  State  decided  to  wt  up  a  rival  under  its 
own  exclusive  ownership  and  management.  The  new-comer 
was  the  Bank  of  the  Commonwealth  of  Kentucky,  chartered 
for  twenty  years  by  the  Act  of  November  29.  1820,  with  a 
capital  of  $3,000,000,  which  was  increa:^  December  23. 
iSao,  to  $3,000,000.  The  State  availed  it&clf  of  the  powtr 
to  ap]X>int  additional  directors  in  the  old  bank  to  pack  the 
board  with  pliant  tools,  who  soon  effected  its  ruin  for  the 
benefit  of  the  new  instittition.  The  Bank  of  the  Common- 
wealth, hoi%-ev€r,  was  a  pitiable  failure.  Its  nutcs  had  fallen 
on  March  32,  1822,  to  sixty-two  and  a  half  cents  on  the  dol- 
lar aud  they  continued  to  fall  until  the  entire  State  was 
cmbrcnted  in   a  legal  controversy  which   almost  ended  in 


'  Drifco  IS.  Ibuik  of  K«ntticlcr  is  reported  is  II  Peten,  157.  Prof. 
Somner  declares  tfaM  by  ibis  decision  "  wildcat  basking  w«sgrented 
EUtnduig  ttfound  uuder  Uie  Constltuliou  "  anil  llial "  lUe  dtciaioiu  of 
tbc  Supreme  Court  ou  Ibc  couslitntionolity  of  the  Legal  Tcadci  Act 
miM.  Iiuve  tiorue  nn  entirely  diflerent  color,  if  Uanball'!!  opinioii  hwl 
prevailed  in  UriBCo'sesw."— j^vrfn-icyjntwj*,  3S5.  Judge  Story  went 
BO  far,  in  hLa  Commentcriett  on  tlieCan-^tiintion.  a«  toinlimale  Ibat 
if  tbe  queniioD  vvere  a  new  one.  it  would  be  doubtful  if  the  Stata 
hftd  power  under  tile  Coa«titution  toiacofporate  bttnkkof  iiauc  ;  bat 
it  is  obviouH  ituit  tbe  pennisalou  to  Issue  nolea,  circuUliug.  like  othet 
etMnmcrrtiU  paper,  upon  private  emJit,  is  very  different  from  the 
issue  un<]cr  public  auLhoiity  of  legulteidcr  money.— Kent,  CofiHtot- 
turUt.  I.,  403. 
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m-olutioii.  The  hftrd  times  of  1818  had  resulted  in  the 
charter  of  forty-six  batiks  with  a  total  capital  of  $8,730,000, 
but  the  demand  for  specie  by  the  United  States  Bank  drove 
tltem  to  the  wall  and  the  State  was  left  ix-ithotit  solvent 
banks.  A  more  permanent  le^cy  of  the  hard  times  was  a 
replevin  law,  passed  in  1820,  which  ga\'c  debtors  two  years 
within  -which  to  redeem  their  goods  unless  payment  was  ac- 
cepted by  creditors  in  notes  of  the  Bank  of  tlie  Commonwealth. 
"  The  relief  laws."  of  which  the  replevin  law  was  one. 
became  the  political  issue  of  the  hour.  Judge  Clarke,  of  the 
Clarke  County  District  Court,  declared  one  of  the  provisions 
of  the  replevin  law  nnconstitutional,  as  im[)airing  the  obli- 
gation of  existing  conlracts.  The  Appellate  Court  suMained 
Judge  Clarke,  in  spite  of  an  effort  to  remove  him  bj-  an  ex- 
tra seision  of  the  legislature,  but  the  relief  party  swept  the 
State  in  the  elections  of  1824,  repcalc<l  all  1aw«  concenting 
the  Appellate  Court  and  created  a  new  Court  of  Appeals. 
The  Justices  of  the  old  court  took  the  ground  that  their 
offices  were  created  by  the  Constitution  and  could  be  abol- 
j^ilied  only  by  coD<ilitutional  amendment.  Their  records 
were  taken  from  thcin  and  kept  under  military  guard,  but 
the  old  court  continued  to  meet  and  decide  cases  alougside 
of  the  new.  The  next  electoral  campaign  found  the  people 
in  more  sober  mood.  The  "  Old  Court  party  "  elected  sixty 
members  of  the  legislature  against  tliirty-five  of  the  "  New 
Court  party,"  and  at  the  next  election  a  majority  of  the 
Senate  was  secured  and  a  bill  was  passed  iu  Deceiubcr,  1825, 
over  the  veto  of  the  governor,  by  whicli  all  the  laws  consti- 
tuting the  new  court  were  reiwalcd.'  An  act  was  passed  to 
1 1830  by  which  the  Bank  of  the  Common  wealth  ceased  to  loui 
money,  npixirently  for  the  reason  that  no  one  cared  to  borrow 
the  sort  of  money  which  it  issue<l.  The  Commonwealth,  of 
Kentucky  had  a  share  lit  some  banks  afterwards  established, 
but  tt  did  not  again  attempt  the  folly  of  Slate  management. 
The  State  of  Alabama  bad  an  cxiMm'cnce  with  a  bank  of 
State  which,  according  to  Governor  Joues,  has  sulgected  the 


'  Sbalcr.  178-84. 
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people  to  a  penuaueiit  tax  of  nearly  $1000  per  day  for  taxa- 
tion to  meet  the  cost  of  the  experiment.'  An  act  was 
passed  December  21,  1820,  to  iiKorporate  the  Bnnk  of  the 
State  of  Alabama,  but  it  provided  for  a  capital  of  $2,000,- 
000,  of  which  three-fifths  was  to  be  obtained  by  private 
subscriptions.  Stit>scnptiaiis  were  slow  in  coming  and  the 
difficulty  was  met  by  an  Act  of  1823,  removing  any  limit 
upon  the  capital  and  providing  that  the  State  should  furnish 
the  whole.  Various  public  funds  were  set  apart  to  consti- 
tute a  part  of  the  capital,  among  them  the  proceeds  from  the 
Sftle  of  lauds  douoted  by  Congress  for  schools,  amounting  to 
about  $1,300,000,  and  the  funds  of  the  Vniversily  of  Ala- 
bama to  the  amount  of  about  $500,000.  Tliese  grants  were 
oidy  a  beginning,  and  between  1833  and  1S37  the  State 
issued  bonds  to  tlie  amount  of  $15,800,000  for  the  increase  of 
the  capital  of  the  bank  and  to  enable  it  to  resume  specie 
payment':. 

The  purpose  of  the  founders  of  the  bank  was  to  distribute 
the  bank  money  as  evenly  as  possible  among  the  people  of 
the  State  and  the  original  act  stipulated  that  the  loaus 
be  apportioned  among  the  several  counties  in  proportion  to 
their  representation  in  the  General  Assembly. ,  Loans  to  a 
single  individual  or  corporation  were  not  to  exceed  $2,000, 
but  this  nUe  was  not  closely  adhered  to  in  loans  to  the 
president  and  directors.  The  president  and  twelve  direc- 
tors wercchosen  by  the  General  Assembly  and  the  choice 
of  directors  for  the  branch  banks  increased  the  number 
annually  chosen  to  betweeu  sixty  and  seventy.  Candidates 
for  the  assembly  were  eompellcd  to  promise  their  supporters 
liberal  loans  in  case  of  election  and  to  exact  pledges  from 
candidates  for  the  directorships  that  the  loans  should  he 
granted.  One  of  the  hotel  keepers  of  Tuscaloosa  succeeded 
in  securing  an  election  as  director  in  183J  and  his  hotel 
swarmed  with  members  of  the  legislat^ire  and  persons 
dewnng  to  borrow  money,  who  hoped  to  secure  his  support 
iu  the  negotiation  of  loans.      Four    other   hotel   keepers 
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rcalired  that  the>'  were  couducting  business  under  a  heavjr 
haodicap  and  secured  their  own  clcctiouas  directors  ia  1S34. 
A  director  could  not  afford  to  refuse  a  discount  requested  hy 
a  member  of  the  legislature  and  the  discounts  ol'  the  bank 
increased  from  $448,859  in  1826  to  $ao.64.2,473  in  November, 
i$37. '  The  circulation  bad  swelled  in  tlic  mcaminie  hxnn 

'  $373,507  to  $&.676.05O'  ' 

Those  were  "flu^h  times"  in  Alabama  and  so  complete 
was  the  intoxication  of  the  people  with  the  paper  money 
craze  that  the  General  Assembly  on  Janiiar>-  g,  1S36,  passed 
an  act  abolishing'  direct  taxation  in  the  State  and  setting 
aside  $100,000  oflhe  bank  niouey  to  defray  the  expenses  of 
the  State  government.  '  The  cri-sis  of  1837  led  to  an  investi- 
gatinn  of  the  discounts  and  it  was  fonnd  that  over  $6,000,000 
were  worthless.  Confidence  in  the  paper  money,  "sup- 
ported by  Uie  faith  and  credit  and  wealth  of  the  State,"  to 
use  the  favorite  phrase  of  the  champions  of  government 
paper  money,  suddenly  collapsed  and  with  it  the  whole 
structure  of  business  and  credit  in  Alabama.  The  General 
Assembly  was  hastily  summoned  in  special  session  and 
authorized  a  loan  to  tbe  people  of  $5,000,000  in  bank  money, 
whicli  was  increased  by  $3,500,000  in  December;  but  the 
feii'Cr  had  run  its  course,'  the  charters  of  the  branch  banks 
were  repealed  in  1S42,  and  the  charter  of  tbe  State  Bank  was 

I  itol  renewed  when  it  expired  in  1845^  The  assets  of  the 
fbank  netted  about  $10,000,000  towards  reducing  the  bonded 
debt  to  the  State,  but  $4,000,000  was  a  dead  loss,\  in 
addition  to  the  public  funds  originally  set  aside  for  the  use 
of  tbe  bank.  The  effect  of  tlieir  experiment  with  a  hank 
of  State  upon  the  people  of  Alabama  was  indicated  by  the 
provision  of  the  coustitntion  of  1867.  that  "The  State  shall 
not  be  a  stock-holder  in  any  bank,  nor  shall  the  credit  of 
the  State  ei'er  be  given  or  loaned  to  any  banking  company 
or  association  or  corporation." 

Mississippi  had  a  similar  experience.  Two  early  experi- 
ments in  State  Ownership  with  bad  results  did  not  deter  the 
people  from  tbe  establishment  of  the  Union  Bank  of  Missis- 
sippi In  1838  with  a  capital  uf  $13,000,000.     This  capilal 


TUB  STATF.    SAffK!\'C  SYSTESiS.  335 

be  niised  by  means  of  loans  to  be  obTained  from  tlie 
directors  and  tlie  1o;liis  were  to  be  negotiated  tbiougb  bonds 
of  the  State  for  which  the  credit  of  the  State  was  pledged. 
The  first  block  of  $5,000,000  tu  bonds  was  sold  at  par  through 
Nicholas  Biddle,  president  of  the  Bank  of  the  United  Slates, 
The  bank  management  exercised  the  worst  possible  judg- 
ment in  loans  and  advances  and  the  bank  nui  its  course 
within  four  years.  Post  notes  were  issued,  on  accoimt  of 
the  suspension  of  specie  pa>'nietits,  and  the  Issues  of  the 
bank  and  its  six  branches  had  incrcawd  in  April,  1840.  to 
$3,357,665.  The  other  banks  vied  with  the  Union  Bank  in 
the  issue  of  currency  and  at  the  close  of  1839  the  twepty-six 
bonks  in  the  State  professed  to  hni.'e  a  paid  up  capital  of 
$30,379,403,  loans  and  discounts  of  $48,333,728  and  a  circula- 
tion of  $15,171,639.  As  the  free  white  population  of  the 
State  at  that  time  was  only  170,000,  the  alleged  paid-up 
capital  e<iualled  $iSo  per  capita,  loans  and  discounts  $285, 
and  circulation  nearly  $»>a  |The  State  repudiated  her  obliga- 
tions on  the  bonds  Issued  and  never  attempted  to  pay  them.  1 
The  results  upon  the  community  are  thus  set  forth  by  Mr. 
Henry  V.  Poor  : ' 

The  £48,000^000  of  loaaa  were  never  paid  ;  the  $25,000,000  of  note* 
«uil  deposits  never  rcdecmn].  Tbe  wbole  aystcm  rdl,  a  huge  and 
»]ift))«lcM  wreck,  lenvtng  the  people  of  the  St.itc  verj-  much  ««  they 
came  tato  the  worlil.  Tbcircoiiditionattlic  liDicbefcKundcacriptiun. 
Society  vns  broken  up  imax  its  very  rotitiiliitiniiii.  Hvcr^Ixxly^  was  id 
debt,  vritbout  any  poasible  tneaiu  of  p&yment.  Loods  became  ^x>rtb- 
IcsBk  for  the  rcasou  that  no  one  had  any  money  to  pay  for  them. 
Tbe  only  peiKxial  property  left  WM  slaves,  to  auve  which,  incli  nam. 
iKr*  of  people  Bed  with  tlieni  frota  the  Slate  that  tbe  cotninou  rvtuni 
opoD  legol  proceue*  Bgiinst  <lebton  wtui  in  the  rci?  abbreviated  Tona 
of  "  C.  T.  'i.,"g»nf  lo  Texas,— ^  SUle  which  in  this  way  rcceircd  a 
mighty  acceaaion  to  ber  population. 

Sewral  other  Soutlieni  and  Western  States  went  through 
similar  experiences.     The  Union  Bank  of  Florida,  chartered 
the  territorial  government  on  Febniary  12,  1833,  with  a 
Hial  of  $1,000,000,  was  assisted  by  the  i^ue  of  Scale  bonds,! 

■  JtloHfy  and  Its  Laa/s^  540. 
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of  whlcli  more  than  half  were  soltl  in  Europe.  ^The  pro- 

txds  were  loaned  on  slock  and  mortgages,  mainl]'  to  stoclc- 
olders,  aud  the  circulation  was  run  up  in  [S39  to  S55l>747il 
A  committee  of  the  legislature  made  au  iuvestigation  m 
1840  and   their  report  was  very  unfin-orablc  to  the  bank. 
The  State  government,  after  the  admission  of  Florida  to  the 
Uoion,    refused  to  recognize  the  privileges  of  the  Union 
Bank  and  the  Sccretar>'  of  State  reported  in  1858  that  its 
circulaling  notes  were  worth  not  more  than  twenty  cem;;  ou 
the  dollar.     A  real  estate  b-ink  was  one  of  the  features  of 
the  Arkansas  system,  towards  which  the  subscribers  to  the 
stock  were  required  to  pay  uothiug  iu,  but  merely  to  secure 
their  subscriptions  by  oiortgnging  their  real  estate.     The 
working  capital  of  the  institution  was  obtained  by  the  issue 
of  State  bonds,  of  which  ^,000,000  were  authorized.     "A 
pru<lcnt  expansion  of  the  currency  of  the  State  "  was  one 
of  the  avowed  objects  of  the  bauk  and  loans  were  made 
within  a  year  after  opening  on  Dccemlicr  13,  183S,  amount- 
\  ing  to  $1,565,190.    fThe  clrciilatton  of  the  hank  at  tliis  time 
was  only  $156,910,  but  specie  payments  were  suspended  and 
circulation  was  increased  ia  May,  1S40,  to  $759,000.  ^*[TUe 
(notes  suffered  a  discouutof  forty  to  forty-five  perceiit,|flud  it 
was  soon  discovered  that  the  collection  of  loans  on  maturity 
^,  was  a  far  different  matter  fix>m  making  them.    \Thc  directors 
I  made  an  assignment  ou  April  3,  1842.  and  the  notes  of  the 
I  bank  afterward  i>assi?d  for  about  twenty-five  per  oent.  of 
^  their  face  value  in  specie.\    Pi.  like  experiment  had  been 
going  on  in  the  meantime  with  the  Bank  of  the  State  of 
Arkansas  and  the  total  amount  of  unredeemed  bonds  iiisued 
by  the  State  on  behaII"of  both  banks,  including  interest,  up 
to  October  1,  1868,  was  ^4,993,503. 1 

Illinois  tried  several  experiments  at  issuing  money  upon 
"  the  credit  of  the  State,''  and  the  circulation  of  the  State 
Bank  of  Illinois,  incorporated  in  tS:i,  did  not  exceed  ^00,- 
000.  Even  this  moderate  limit  did  not  keep  the  notes  from 
felling  within  tliree  yean  to  twenty-five  cents  on  the  dollar,) 
and  in  1825  an  act  was  poswd  requiring  the  cashier  of  the 
bank  to  collect  alt  Uic  digued  and  unsigned  nolcft  in  his  pos- 
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session  ontl  burn  them  iu  the  public  square  uf  Vandalia.  in 
Ihc  presence  of  the  governor  and  tbc  judges  of  the  Supreme 
Court.  TKe  next  State  Bank  was  incorporated  iu  1835  and 
$3,000,000  of  the  capital  .subscribed  by  the  State  was  paid  hy 
the  issue  of  bontls,  which  were  taken  by  the  bank  at  yia\ 

\  Assistance  was  also  given  to  tbc  Bank  of  Illinois  at  Sliaw-  f 
neetovvn,  but  both  banks  collapsed  in  1843  and  the  State  was  I 
savctl  from  much  actual  loss  by  the  iniTrender  by  the  banks  I 
of  the  State  stock,  hvhich  was  bunied  iu  the  Capital  Square 
at  Springfield  in  the  prcscDce  of  the  legislature.     The  Cou- 
stitution  of  1848  provided  that  no  State  bank  should  there- 
aflcT  be  created  nor  should  the  State  own  any  banking  stock. 

iTennessee  authorized  a  State  Bank  in  1S30,  which  i^ued  ' 
Si,ooo,ooo  in  inconvertible  notes  in  loans  of  S500  each  upon 
real  estate  mortgages  worth  double  the  amount.'  The  notes 
quickly  droppe<l  below  pa.r  and  the  bank  closed  In  1833.  \ 
1  Louisiana  incorporated  the  Union  Bank  of  Loui^iiaua  in  ' 
1833  upon  similar  principles  with  \hoac  of  the  Union  Bank 
of  Florida  aud  issued  $7,000,000  iu  State  bonds  to  prwide 
the  capital.  Bonds  to  the  amount  of  ^10,004,000  wore  issued 
to  two  other  institutions,  but  all  three  failed  in  1843  and  the 
State  enacted  a  sound  banking  law,  under  which  she  became 
iu  t86o  tlic  fourth  State  in  tlie  Union  in  banking  capital  aud 
the  second  in  specie  holdings.'.  I  The  eswmti;il  feature  of  the 
law  was  the  requirement  that  the  liabilities  be  covered  one- 
third  by  specie  and  the  remaining  two-thirds  by  commercial 
paper  having  not  more  tlian  ninety  days  to  ruu.\  Louisiana 
prohibited  State  subscriptions  for  bank  slock  in  her  constitu- 
tion of  1852.  1'  Georgia,  Vetraont.  Missouri.  Delaware  and 
the  Caroliuas  all  tried  State  owuCT>bip  and  management  of 
banks,  but  the  first  two  early  abandoned  the  experiment. 
The  others  ceased  to  be  banks  of  issue  with  the  establish- 
ment of  the  national  banking  system.  I  The  Farmers'  Bank 
of  Delaware  was  never  raucli  under  political  influences  and 
is  still  conducted  as  a  hank  of  discount  aud  deposit.  1  The 
Book  of  Utssoori  had  a  coin  reserve  of  onc-thinl  of  its  dr- 
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culntion  and  its  conDedion  nith  the  State  ended  id  1866  by 
thtr  sale  of  the  State  stock.  „    ,  '  -     1  *t ' 

\  The  State  Bank  of  Indiana  stands  out,  in  the  laoguagc  of 
Mr.  Horace  White,  ft  "notable  tribute  to  sound  Imnking 
principles  from  the  weltering  mass  of  bank  failures  of  the 
period  covered. "  The  first  bank  of  State  was  created  origi- 
nally as  a  private  institution  and  adopted  by  the  constitu- 
tion of  the  State  upon  her  admission  in  1816  as  a  public 
^nk.     The  experiment  was  a  failure  and  it  was  not  uuiil 

(^ j4  that  the  State  Bauk  of  Indiana  was  iucorporalcd.  with 
ten  branches.  \  The  parent  bank,  with  a  prc^deut  and  Gve 
director*  elected  hy  the  lejpslatiire,  acted  as.  a  sort  of  board 
of  control  over  the  branches,  each  of  which  was  organized 
with  3  capital  of  $160,000  and  chose  one  director  as  a  part 
of  the  board  of  control.  1  The  two  essentia]  diflFcrrnccs  bc- 
^  twecn  the  bank  of  Indiana  and  the  other  baaks  of  State  n-ere 
^the  payment  of  tlie  capital  in  actual  cash  and  the  issue  of 
I  notes  upon  litiuid  assets.  \  The  State,  which  took  half  the 
capital  of  each  branch,  paid  its  proportion  in  silver  and  ad- 
vanced five-eights  of  llic  private  capital  by  the  sale  of  five 
per  ceut.  bonds  in  London,  taking  mortgage  security  for  the 
final  payment  by  the  sliareholders  and  crediting  them  witli 
the  dividends  paid  by  the  bitnk.  The  remaining  three- 
eights  of  the  private  capital  was  paid  in  cash  by  the  share- 
holders, and  each  Rhoreholder  was  made  liable  for  an 
amount  equal  to  bis  stock  and  the  brandies  were  jointly 
liable  for  each  other's  debts.     The  bank  had  a  circulation  in 

1839  of  S3.951.594- 

1\  The  State  Bank  maintained  a  high  credit,  bnt  was  uunble 
to  obtain  the  ^cne%^'al  of  iu  chartcrlupon  its  expiration  in 
1837  becau.%  of  a  provision  in  the  nnv  constitution  of  1851 
that ' '  the  State  shall  not  be  a  stock-holder  in  any  bank  after 
the  expiration  of  the  present  bank  charter."  IThe  State 
realized  profits  of  $3,500,000  on  the  $1,000,000  invested  fn 
I  the  institution)  and  its  management  had  done  so  much  for  the 
development  of  the  State  that  special  privileges  were  given 
tt  a  new  State  Bauk  of  Indiana  which  was  chartered  March 
,1.    1855.     The  act  of  inoocporatioD  was  ciuiedy  carried 
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through  by  a  syndicate  of  politiciaos,  who  became  Urge 
subscribers  to  the  stock  of  the  various  braaches.  They 
opened  negotiations  with  the  uiaaagers  of  the  old  bank  for 
the  sale  of  Ihe  franchises  ami  the  latter  made  the  purchase 
upon  the  condition  that  Hugh  McCulloch,  who  had  beeu  for 
twenty  years  manager  of  the  old  Fort  Wayne  branch,  should 
be  made  the  president.  The  bank  weatherwd  the  crisis  of 
1857  without  suspending  specie  payments  oud  rapidly  retired 
its  circulation  wbcu  gold  went  to  a  premium  in  1862.  The 
bank  was  required  by  the  conditions  of  its  charter  to  pay  its 
notes  iu  coin,  but  a  decision  was  obtained  ftom  the  Supreme 
Court  of  the  Slate  that  the  United  States  legal  lender  notes 
wirrc  lawful  money  and  could  be  lawfully  used  for  the  re- 
demption of  the  notes.  The  circulation  was  reissued  upon 
this  basis,  but  upon  the  imposition  of  the  ten  per  cent,  tax 
on  the  circulation  of  State  banks  the  State  Bank  of  ludiana 
wound  up  its  afiaiis  with  ample  assets  and  unimpaired 
credit.' 

The  suspension  of  specie  paj-raeuts  at  the  outbreak  of  the 
Civil  War  drove  gold  aiid  silver  from  circulation  and  required 
an  expansion  of  hank-note  issues  to  maintain  the  volume  of 
the  currency.  The  Suffolk  system  continued  iu  operation  at 
Boston,  but  the  notes  failed  to  fiow  in  as  rapidly  as  before 
for  redemption.  The  fact  was  noted  and  commented  upon 
by  the  reports  of  the  bank  commissioneni  of  Maine.  New 
Hampshire  and  Massachusetts  iu  thar  annual  reports  at  the 
close  of  1862  and  among  the  reasons  as^gned  was  the  fact 
that  "  in  the  present  unsettled  state  of  public  affairs,  the 
people  have  more  confidence  iu  the  Wlls  of  the  local  banks 
than  in  any  other  paper  currency."*  Other  reasons  sug- 
gested were  the  large  sums  carried  by  soldiers  to  the  seat  of 
war  and  other  sums  left  to  he  expended  by  their  families, 
and  tbc  large  amount  of  Eastern  bills  sent  to  the  West  by 

•  MeCnlloch,  Ch.  »».-xiL 

•  Report  of  the  Hank  Commissioners  of  Maine.  December  8,  iMj, 
in  v/ ««/«!/  Report  of  the  Srrrrlary  0/  the  Trrasury  oh  the  CondUtoit 
e>/  the  Banks  of  the  United  States  si  Ike  Comuuaeemeni  of  the  Year 
jHj.  p.  3. 
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^cw  Vovfc  bamks,  to  filt  tbe  g^  ocated  bf  tbe  ■inuSiiii^  up 
of  fecal  iitstitutioiMi.  Tbe  btnik  oommtsaooess  of  Mthwk 
<4iff«f*i«  matataioed  that  viieii  ^jn^'tf  parmenlts  aic  siib- 
pmdcd.  "  and  Mis  arc  no  longer  redeemalde  m  gofid.  a^RaC 
motiR:  for  sendh^  tbem  borne  is  wrtbdiawn,  sioce.  if  id  good 
credit,  tbcj'  are  as  valnable  as  anTtfaing  wfaicb  can  be  geie  in 
caccbange  far  tbem.  Men  bold  tbem  and  board  tbem,  tbem- 
Ibfc,  pfccisdjr  as  tbey  would  do  witb  specie,  and  tbe  tDHnsBC 
of  tbe  correncv  becomes  greater  predsdy  as  its  cancnt  gross 
more  slng^sb." 

It  was  very  generally  feared  that  tbe  banks  would  sdll 
tbeir  %*A&  at  a  profit  as  it  attained  a  bigb  premiom  over  legal 
tender  paper,  bat  the  New  England  banks  generally  held  oa 
to  their  specie  as  a  provision  for  the  protectioa  of  tbeir 
creditcvs  and  as  secnrity  for  fatnie  resamptioo.  Tbe  com- 
missioner of  llaine  reported,  regarding  the  sale  of  specie 
fctr  3  premiom,  that  ''  Xo  instance  has  come  to  oar  knowl- 
edge where  any  bank  has  done  anytbing  of  this  kind  ;  and 
certainly  it  cannot  have  been  practised  to  any  great  extent, 
for  the  comparative  tables  show  that,  notwithstanding  the 
suspension  act,  the  specie  in  our  banks  has  decreased  only 
scjme  $40.'yr/."  The  New  Hampshire  comra-ssionera  re- 
pf/Ttfi  ::iat  "  Ihe  lianks  have  not  only  tepi  their  faith  with 
the  pubiic,  in  retaining  their  specie  in  the  vaults,  but  have 
actually  increase*!  the  a^jgregaie  amount  of  specie.  S5S.S27.32, 
or  more  than  twelve  i»er  cent."  The  Mas&ach-j£«tts  com- 
mihhi"ners  undertoot  to  discourage  sales  of  specie  and  de- 
clared that  the>-  "regard  the  sale  of  go^d  by  the  banks  as 
altogether  illegal,  so  long  as  ihey  refuse  to  pay  specie  on 
their  obligations." 

One  of  the  disadvantages  of  issuing  bank-note  circulation 
(m  securities  was  di.sclosed  at  the  outbreak  of  the  war  in  the 
sudden  fall  in  value  of  Southern  State  bonds  pledged  by 
Xortheni  banks  to  secure  their  circulation.  This  shrinkage 
in  the  value  of  the  security  for  the  notes  was  especially  felt 
in  Wiscfjnsin.  The  case  of  the  Koshkonong  B.i:ik.  whose 
•stock  amounted  at  par  to  S.tS.000.  of  which  aH  but  ?,'^,ocio 
was  issued  by  Southeni  States,  was  one  of  tiic  worst,  but 
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•was  typical  of  mnny  others.  The  net  procee<ls  of  the  bonds, 
whvn  sold  in  the  New  York  market,  were  only  fi2i,-j6^  niid 
afforded  the  billhoMers  only  fifty-four  and  Ihree-fourths  per 
cent,  on  the  dollar  against  an  apparently  well  secured  cir- 
cnlation  of  $39,779.  The  Bank  Comptroller  of  Wisconsin 
was  compelled  to  call  upon  nearly  all  the  hanks  to  make 
good  the  depreciation  of  stocks  and  their  position  became 
so  precarious  that  a  joint  resolution  was  passed  by  the  legis- 
lature on  Febni-iry  15,  t86i,  sn-tpending  further  calls  for 
additional  securities.  The  Comptroller  declared  that  "a 
general  failure,  invoHiiig  three- fourths  of  all  the  banks,  was 
imminent  unless  relief  in  some  nhape  was  granted  ;  and  there 
is  scarcely  any  occasion  for  doubt  but  at  least  eighty  out  of 
the  one  hundred  and  niue  then  existing  bants  would  have 
failed." 

The  resolution  of  February  was  rescinded  early  in  April 
and  another  call  vtas  made  upon  the  banks  to  briug  up  the 
TAlne  of  their  stocks.  Thirteen  banks  failed  to  respond  and 
Tcsisted  the  action  of  the  Comptroller  in  the  courts.  The 
stronger  banks  gradually  replaced  Southern  securities  by 
those  of  Northern  States  and  continued  business  u[>ou  this 
basts  until  the  e»tabli.<ihment  of  the  national  banking  system. 
A  shrewd  stock  jobbing  scheme  was  put  in  operation  by 
some  of  the  bankers  iu  the  meantime  by  buying  up  depreci- 
ated currency  at  a  great  discount  and  oflTering  it  to  the 
Comptroller  for  redemption  in  the  better  class  of  bonds, 
which  could  then  be  sold  at  a  handsome  margin  over  the 
cost  of  the  currency.  The  Comptroller  refused  to  permit 
the  withdrawal  of  bonds  except  in  such  a  way  as  to  leave 
the  better  bonds  in  the  custody  of  the  State  as  security  for 
the  remaining  circulation,  btit  he  modiBed  this  policy  when 
be  found  speculators  holding  on  to  tlic  notes,  in  anticipation 
of  tlicir  final  redemption  from  the  proceeds  of  the  slock,  and 
suirendered  good  and  bad  stocks  in  fixed  proportions.' 

The  New  England  banks  felt  tbei>ressure  of  the  repudia- 

'  Report  of  G.  Vau  S(eeiiW}Tk,  Bank  CompUoIleT  of  WUcoasin, 
UflaUoti,  October  I.  tSSi,  Hcxttt  Ex.  Doc  as,  ijxh  Cong.,  ^  SCM.. 
190-W. 
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tiou  of  Southern  obligations,  but  they  had  been  preparing 
for  it.  Deposits  fell  in  Boston  from  $30,81 1  ,$$9  ou  October 
8,  1S60,  to$i7. 176,776  on  December  lolh,  and  specit;  reserves 
fell  cwi  December  i/lh  to  $3,491,348, — far  below  the  limit  re- 
quired by  law.  The  whole  amoniit  of  Southern  indebted- 
ness to  the  North  was  estimated  by  intelligent  tuerchauts  in 
New  York  and  Boston  at  $300,000,000,  and  a  largpe  part  of 
it  was  lost  by  the  breakingront  of  war.'  The  Boston  banks, 
honrever.  succeeded  iu  restoring  their  :H)eeie  resenxs  by 
March,  1861,  to  $5,6oi,il7[.  and  the  nianacr  iu  which  the 
Iianks  of  the  State  juet  their  losses  is  thus  described  by  tlie 
bank,  oommissioneni : 

The  syttctn  purtucd  by  them  for  maoy  yean,  of  making  an  annval 
rocrv-ation  of  a  portion  of  Ifacir  yearly  cariiiii|;»,  had  ta  some  mcaflUie 
prolectcd  thciu  ajjaiutt  unnsunl  amonntx  of  dishonored  and  wortlilcM 
papci.  By  the  biiuk  reUirtia  ou  tb«  laat  Satnnlay  of  Octot>cr  1860^ 
the  nctiirofitstbeitouhaiulamounied  to  $6,560^9. II,  or  9,',peTCF»t. 
of  the  aj;)^gat«  tunkinf;  capital  of  tfa«  Common  wealth.  And  we  do 
not  hc&iutc  to  express  the  opiniou,  bascil  upon  the  czamm«tioQs  we 
have  maJe  tlnring  the  (NUt  year,  ami  from  informatioa  speeially  ob- 
taiued  from  oll>«r  banks,  priucipotlly  is  Boston,  Ibat,  uotwilh«tandit>g 
the  loMcs  which  kmhc  banks  tntntt  inevitably  »aRtain.  the  whole 
anKmnt  of  final  loss  growing  out  of  our  diSculU»  with  Ihe  South 
will  be  move  than  c«Tcrcd  by  the  general  siuplas,  thai  leaving  tbe 
af[gTcgaie  bank  capital  free  and  up  Impaired.' 


f  Some  estimated  it  at  ^900,000,000  to  New  Voik  aloae. — Rhodet, 
UI,  s4o,  TIk  honorable  coadnct  of  the  New  Orleana  twoks  ia  pleaa- 
■ntly  rcftrred  to  b<r  Secretary  Hagh  !UcCalloch.  Tbe  biHicbes  oftbe 
Unnk  of  Indiana  in  the  aoatfaetii  part  of  the  State,  he  asyi,  "had 
IflTKc  dcBlhigs  with  men  who  were  engaged  iu  tbe  SonUicnt  (Xiad»- 
«ippi)  trade,  tind  when  neasores  weie  faring  lostittUed  for  Uic  •ee(*> 
»ioa  oriiOuiMaaa  from  the  Union,  and,  io'Wrf,  after  the  ordisaitf*  rf 
sccewion  bad  been  adopted,  these  branches  hod  large  ca>h  balanco 
«nd  lars^  wdodhIs  of  coaiDereial  paper  in  tbc  New  OrlaKsa  lHaik&.. 
Agatnit  the  retnonttnucca  of  tb«  Mceaalaa  kwdcra,  aad  la  fi«rcytJ 
of  threatened  viokuce,  thcae  ca»h  batancei  and  the  proceeds  of  ibc 
•Mutmereial  paper  as  it  malnrvd  were  rcmiued  (or  aeeortiag  to  iMi«<^ 
tiotts,— not  a  d<4Urwaa  withheld."— J/m  tmJMimMmrt*  tf  ii*i/  ■ 
Cmhtwy.  \y^ 

*  Ilottw  Ex.  Doc  >},  jTth  Coag.,  ^  Saaa..  y>. 
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The  growth  of  Ihe  capital  and  bu-siness  of  the  State  banks 
of  circulation  is  shovni  in  the  following  table  : 


tBM.  1 

CAVItJlI.  ROCK. 

voAtn  *nt  MioevRk 

viroiin. 

I83J  ' 
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1639 
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7S.696.fts7 

1341 

?»♦ 

313.603.95', 

386.487,663 

64,890,101 

1843 

69a 
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3»3.'/57.!69 

69.40S.870 

184J 
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338.1^1,948 

a>4.Si4.'l37 

56,168.638 

1844 

696 

9IO,S79,05(> 

364.(105.914 

84,SS0.795 

1S45 

70? 

306,045.969 

3S3. 617,131 

6ti.(i«i.6«6 

1S46 

707 

"96.894.309 

3II.II4.4W( 

96.<)'J.o7> 

>8JT 
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a03.07o.6a3 

310,383.445 

9i.79».533 

iM 

751 

S04.&38,175 

344,476.563 

103.SJ6.177 

l»49 
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3o;.3<»9.36i 

333.3*3. '« 
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91.178.633 

tSso 
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tSst 
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l3S.9S7.7Ja 

1353 
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i3!4 
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1855 

1.307 

33a.  1 77.383 

576.144.75S 
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l6i6 

1.398 

343,«7*.273 

634,183.380 

2ia.7<»i,«.3 

iSs7 

t.4)6 

3Jo.8}4,6fi6 

684.456.887 

330,351.353 

iBjS 

i,4S» 

a-M.^'SS.T'W 

S"  3.165.34* 

lSj.9ji.049 

I«S9 

MT* 

4oi.97&,9j3 

647.1«3.799 

«59.SM,3;5 

i860 

i.S^ 

49I,SSo,O05 

69l.94S.5S0 

253.803,129 

tS6l 

l.6ot 

4>9.S93.:i3 

6961773.421 

257,339.563 

t6&3 

1.49" 

4lfl.i39.T4< 

646,677.780 
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1863 

I.4M 

4OS.a45.8a9 

648.601,863 

393.686.n6 

I  TradtttoQ  h»s  handed  down  unhnppy  meinorie&  of  the  State 
baiiks.\which  have  been  distorted  by  the  lapse  of  time  into 
conceptions  very  different  from  the  facts.  The  several  sys- 
tems, taken  in  the  agg:regate  for  the  entire  country^had  the 
great  practical  defect  of  lack  of  onifonnity.  \'|Thi't  defect 
was  great  enough  to  obscure  the  essential  merits  of  many  of 
the  Slate  systems  and  to  make  any  system  which  was 
national  in  its  scope  and  uniform  in  its  character  attractive 
to  the  business eommonity  of  the  whole countr>*.  ^\Whatever 
the  merits  or  defects  of  the  State  systems,  the  currency  in 
ciiculation  was  judged  by  the  worst  of  the  sj-stcms.\for  by 
the  operation  of  Grcshasi's  law  that  currency  tended  to  drive 
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out  of  circulation  all  kinds  which  were  superior ;  and  even 
where  this  was  prevented  hy  laws  or  local  conditions,  the 
bad  currency  was  a  constant  source  of  irritation  from  the 
verj'  necessity  of  discriminating,  in  receiving  money  pay- 
ments, between  the  bad  and  the  good.  One  of  the  require- 
ments of  the  modern  business  world  is  undoubtedly  a 
uniformity  of  currency  which  shall  obviate  the  necessity  for 
discrimination  and  make  every  dollar  of  equal  exchange 
value  with  every  other.  This  condition  was  not  met  by  the 
aggregate  of  State  currencies  and  the  fact  that  it  was  fully 
met  by  the  New  England  currency  at  its  best  may  easily 
have  been  obscured,  in  the  minds  of  New  Englanders,  by 
the  multiplicity  of  good  and  bad  currencies  from  other  sec- 
tions which  caused  perpetual  inconvenience. 
I  The  national  banking  system  of  later  years  garnered  up 
the  lessons  of  many  experiments  with  banking  upon  securi- 
ties, adopted  most  of  the  good  and  discarded  most  of  the 
bad  features,  and  afforded  the  country  two  of  the  great  bene- 
fits of  a  sound  currency, — security  and  uniformity.  1  The 
necessity  of  discrimination  between  currencies  ceased  when 
every  dollar  in  circulation  rested  upon  a  common  basis, — the 
credit  of  the  national  government.  The  necessity  of  paying 
high  exchange  rates,  or  surrendering  the  notes  of  distant 
banks  at  a  heavy  discount,  ceased  also  when  every  note 
became  as  good  in  one  part  of  the  Union  as  in  another. 
Coupled  with  these  great  benefits  of  the  new  system  was  the 
feature  of  Federal  super\'ision  and  examination,  which 
arrested  the  creation  of  fraudulent  banks  at  the  outset  and 
subjected  them  annually  or  oftenerto  the  power  of  visitation 
by  the  national  authority.  The  three  great  benefits, — secur- 
ity, saving  of  exchange,  and  Federal  supervision, — are  al- 
most inherent  parts  of  a  national  system.  The  fact  that 
they  have  l>een  associated  with  a  particular  national  system 
has  led  many  to  believe  that  there  can  l)e  no  other  equally 
good,  and  that  enmity  to  the  present  banking  law  is  enmity  to 
the  principles  of  sound  finance.  But  all  these  l)enefits  can 
l)e  obtained  under  national  law  with  the  adili.-d  benefits, 
which  the  present  system  lacks,  of  a  banking  currency  ample 
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for  ihe  dcniatida  of  bustncsA,  without  the  belp  of  govemraeiit 
paper  moiii-y,  and  flfxilily  lespoiisivc  to  those  (Ii.'inands. 

The  foundation  of  a  natiotisit  curTei)c>-  upoii  wrdences  of 
public  debt  is  dniiKcTcnis  nnd  unscientific  and  proved  fatal  to 
some  of  tbc  Stnte  ciirreiKries  before  the  Civil  War.  A  com- 
parison of  the  State  systems  shows  a  distinct  line  of  cleavage 
which  is  far  from  favorable  to  the  principles  of  the  present 
national  banking  law.  This  line  of  cleavage  separates  the 
banks  issuing  currency  against  general  assets,  like  tliu.sc  of 
New  Hngland,  Indiana,  and  Louisiana,  from  those  issuing 
circ\ilalion.  on  Ihe  other  hand,  against  .securities,  like  llie 
banks  of  New  York,  Illinois,  and  Wisconsin,  and  those 
established  under  the  parental  care  of  the  State,  like  the 
Bank  of  tbe  Commonwcaltb  of  Kentucky,  the  Vaion  Bank 
of  Florida,  the  State  Ilaiik  of  Alabama,  and  the  Rank  of 
Missisiiij>pi.  The  experience  of  the  New  England  and 
Indiana  banks  is  the  triumphant  vindication  of  thcpnnciple 
of  banking  on  general  assets  and  issuing  notes  redeemable 
ill  Coin  on  demand,  which  is  supported  by  the  critics  of  the 
]n'eset)t  national  system  and  the  advocates  of  a  banking 
currency.  The  banks  issuing  circulation  on  securities,  with 
their  pitiable  failures  and  their  wildcat  banking,  were  the 
prototypes  of  the  national  system  and  afford  a  hint  of  what 
that  system  would  become  if  note  issues  ba.sed  upon  State 
and  municii>al  securities  were  substituted,  ss  is  sometunes 
proposed,  for  note  issues  based  upon  national  bonds.  It 
must  be  remembered,  moreover,  that  perfect  as  the  secur- 
ity seems  for  hank-notes  under  tlie  national  .system,  it  is  a 
security  which  has  followed  the  ups  and  downs  of  govern- 
ment paper  moncj-.  There  was  neither  purpose  nor  pretence 
of  maintaining  the  notea  of  national  banks  at  parity  with 
coin  while  the  notes  of  the  government  Stself  and  the  bonds 
by  which  bank-notes  were  secured  were  depreciated.  Bank- 
notes remained  from  1864  to  iSyg  at  par  with  government 
ohiigfttions  because  those  obligations  themseK-es  were  far 
below  par  in  coin. 

If  the  banks  issuing  cirailation  upon  securities  were  the 
model  for  the  national  banks  of  to-day,  the  banks  of  State 
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which  existed  before  the  war  were  tlie  models  and  Ihe 
l)rotot>'pcs  of  the  Federal  trcasurj'  management  under  the 
rfgime  of  legal  lender  pnper.  Their  issues  were  uot  bank- 
notes in  the  sense  in  which  banking  currency  is  opposed  to  a 
goverameul  paper  currencj-,  but  they  were  simply  ihe  hills 
of  credit  of  the  State  resting  upon  the  cixslit  of  tlic 
State  as  cotnpletety  as  the  paper  roubles  of  the  Bank  of  Rtis* 
sia.  The  fact  that  they  were  hardly  ever  maintained  at  par 
in  coin,  in  spite  of  the  great  wealth  and  undoubted  hon- 
esty and  good  faith  of  the  people  of  the  various  conimon- 
wealths,  i»  a  practical  demonstration  of  the  folly  of  attempting 
to  do  8  banking  business  upon  general  cre<Ht  willioui  quick 
assets.  The  lesson  of  the  history  of  the  State  hanking  sys- 
tems, reduced  to  its  simplest  terms,  is  the  success  of  the 
!Q-stems  based  upon  the  hanking  principle  and  tlic  failure  of 
the  systems  based  upon  the  deposit  of  sccuntiesl  like  the 
nnlional  banking  system,  or  based  simply  upon  Ihe  public 
credit,  like  the  government  currenc)'  sj'siem  of  the  United 
States. 

One  of  the  essential  errors  of  early  banking  in  the  United 
States  was  the  undue  expansion  of  credit  upon  slender  re- 
sonrces.  It  Is  an  error  common  In  a  new  country  and  one 
from  which  the  United  States  and  Australia,  in  more  recent 
years  and  under  other  systems  of  note  issue,  bara  Dot  been 
exempt.  The  impressiou  has  been  assiduously  cultivated 
by  the  opponents  of  a  banking  cuncncy  that  the  early 
American  hanks  issued  a  volume  of  circulating  notes  enor- 
mously in  excess  of  the  legitimate  demands  of  bnainett. 
This  impression  is  absolutely  unfounded  and  the  tmx)f  is 
aiforded  by  the  figures.  Some  of  the  Stale  banking  cur- 
nmcies  were  over-issued  in  tlic  sen%  that  every  dollar  which 
is  not  kept  at  par  with  the  metallic  standard  is  imprnpcrly 
issued,  but  the  aggregate  banking  currcnc>*  of  the  country 
was  at  no  time  ox-er-issued  in  the  sense  thnt  an  equal  volume 
of  good  money  was  not  capable  of  ready  oud  healthy  absorp- 
tton  by  the  legititnatedcmaudsof  budoesa.  The  drculatioa 
of  all  forms  of  money  in  the  United  States  between  1 880  and 
1S95  has  ntnge<l  between  $21.71  and  $24.44  ^"d  has  only 


THE  STATE  £AI<rKtNC  SYSTtMS. 


347 


recently  been  rc^fir«led,  with  the  slAclcetiing  of  biishiess  ac- 
livily,  as  beyond  the  volume  required  by  biisiiicss  needs.  It 
Is  only  necessary  to  compare  such  figures  with  those  of  Ihe  cir- 
culaliou  prior  to  the  Civil  War  to  show  how  erroneous  U  the 
assertion  that  ihc  currency  was  unduly  iiiQated  in  vulonie 
duriug  the  years  of  State  banking.  The  following  table 
shows  the  circulation  of  both  bank-notes  and  specie  at  vari- 
ous dates,  including  the  years  of  largest  circulation, — the 
difference  betwecu  the  bank-note  circulation  and  the  total 
money  iu  cdrculatioa  representing  the  specie : 
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Snspeasion  of  Specie  Ps}'tncDts  and  the  Loan  Policy  of  SccnUiy 
Qhast — Ttie  Firai  I'lana  tot  tb«  National  Bankiii|([  System — 
Changes  in  tbc  Circulation— Tlic  Necessity  for  a  New  Systeat 
and  the  Plan  of  Stetttary  Carlisle — Recouniendations  of  Comp- 
troller Bvkcls. 


THE  national  banking  system  of  the  United  States  had 
its  origin  in  the  management  of  the  finances  dnring 
the  Civil  War.  The  system  was  hardly  in  operation 
until  the  war  was  two-thirds  over,  but  it  offered  a  market 
for  the  public  securities  which  oontribnted  materially  to 
raise  their  price  in  the  depreciated  i>aper  with  which  the 
govcnimcnt  discharged  its  obligations.  The  system  afforded 
the  country  for  some  years  a  currency  hR\*ing  the  advantages 
of  uniformity  and  security,  and  possessed  in  tliese  respects  a 
great  advantage  over  the  bank  ctincncy  of  the  different 
States  which  had  before  been  in  uac.  The  national  bank- 
ing system,  however,  great  as  were  its  ser\-iccs  in  absorlnng 
the  evidences  of  the  public  debt,  always  lacked  the  essential 
feature  of  a  purely  banking  currency.  The  currency  was 
without  elasticity,  in  the  sense  of  rcsponsvcncss  to  the 
demands  of  business,  and  the  volume  fluctuated  only  with 
the  price  of  securitie5.  The  grndtwl  reduction  of  the  public 
debt  has  removed  the  basis  for  national  bauk-nole  circulation 
nntil  it  has  become  but  a  trifling  factor  in  the  currency  sytr 
tcin  nf  ih«  Cfjutitrv,  and  o  atrooe  demand  has  arisen  for  the 
sejuiniiion  of  the  note  issues  from  public  securities. 
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The  United  States  at  the  outbreak  of  the  Civil  War  were 
conducting  their  fiuancinl  operations  through  tlic  independ- 
ent TreoKur}*.  The  notes  of  the  State  banlcR  fomied  n  Int^e 
part  of  the  medium  of  exchange  in  private  transactions,  hut 
otily  specie  was  accepted  in  payments  to  the  govcnimeut. 
The  aid  of  the  banks  was  not  sought  to  handliog  funds,  in. 
making  transfers,  in  placing  loans,  or  in  paying  interest. 
This  at  least  was  the  theory  of  the  indeixrndent  Treasury, 
although  in  fact  the  absence  of  proper  depositaries  led  many 
public  oflicers  to  deposit  their  funds  tenipuriuily  in  the  banks 
at  their  own  risk.'  The  circulation  of  the  country  outside 
of  the  Treasury  on  July  i,  1861.  consisted  of  S246.40o,oo<> 
in  specie  and  $202,c»5,767  in  the  notes  of  Slate  banks, 
making  a  total  of  $448,405,767.  or  $13.98  per  capita.*  Tlie 
essential  question  for  Mr.  Chase,  Lincoln's  Secretary  of  the 
Treasury,  was  whether  Uie  operations  of  a  great  war  oould 
be  carried  on  through  these  instrumentalities.  The  question 
was  the  occasion  of  much  discussion  at  the  lime  and  has  nc%-er 
been  answered  to  the  siitisfaction  of  all  sides.  The  answer  of 
Mr.  Chase  was  that  the  opcrntions  of  the  war  rauld  not 
be  carried  on  upon  a  basis  of  specie  and  State  bank  paper. 

The  govcnimait  was  obliged  al  most  at  the  outset  to  abandon 
the  position  thatit  wflsabletocarn'oi)  its  own  finances  with- 
ont  the  help  of  the  banks.  Some  small  loan>i  liad  been  placed 
by  public  subscription  during  tlte  administration  of  Buchanan, 
but  it  was  perfectly  obvious  that  great  sums  could  not  be 
obtained  quickly  €.-ccept  from  the  banks,  which  bad  the 
keeping  of  the  transferable  mpital  of  the  countrj-.  Secre- 
tary Chase  held  a  conference  in  New  York  on  August  9, 
1S61,  with  R:prcscntati%-c  bankers  of  New  York,  Philadel- 
phia, and  Boston,  The>-  agreed  to  advance  to  the  Treasur^- 
$150,000,000  ill  gold,  to  be  secured  by  three-year  noli-s  bear- 
ing interest  at  7.30  per  cent.,  and  to  be  reimbursed  as  the 
proceeds  of  the  sale  of  bonds  were  covered  into  the  Treasury. 
This  union  of  the  banks  of  New  York,  Boston,  and  Phila- 
dclphifl  in  support  of  the  public  credit  was  one  of  the  most 

'  Kinley,6o-6r. 

*  -fiitaiee  Rtfori,  1S94,  p.  cvUi, 
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important  events  of  the  war  and  committed  the  conservative 
business  element  conclusively  to  the  side  uf  the  Union  nnd 
the  policy  of  coerdoa  of  the  seceded  States.  The  bauks  of 
the  three  liig  Easleni  cities  had  an  aggregate  capital  of 
$120,000,000,  a  circulation  of  $16,964,749,  dcpoMts  of  $125,- 
617,807,  and  coin  reserv-es  of  $63,165,039,  the  latter  being 
etjaal  to  forty-fi\*e  per  cent,  of  demand  liabilities.'  They 
had  already  made  an  agreement  in  November,  1S60.  when 
secession  compelled  them  to  contract  their  business  atid  pre- 
pare for  a  period  of  strea>,  for  issuing  clearing  bouse  certifi- 
cate;) and  making  the  sjiede  of  all  the  banks  available  as 
a  common  fund.* 

Congress  pa-sscd  an  Act  on  August  5,  186],  relaxing  the 
provisions  of  the  Riib-treasur>'  Law  so  £ar  as  to  permit  the 
Secretary  of  the  TTcasur>'  to  dqxwit  any  money  obtained 
from  loans  to  the  credit  of  the  United  Slates  Treasurer  in 
such  solvent  specie-paying  banks  as  he  might  select.'  The 
banks  accepted  this  law  as  authority  for  the  u.se  of  the  ordi- 
nary means  of  commercial  exchange, — bank-notus,  chtcks 
and  drafts, — in  the  transactions  of  the  government.  Tliey 
recommended  to  the  Secretary,  therefore,  that  he  sboulil 
take  the  proceeds  of  tlic  advances  made  by  the  banks  by 
drawing  checks  and  drafts  upon  the  hanks,  in  Gavor  of 
public  creditors.  They  suggested  that  this  would  not  only 
prove  of  great  practical  convenience,  but  would  diminish 
the  lioardittg  which  wmiUl  take  place  if  the  banks  paid  out 
their  coin  and  reduced  their  resen'es  while  uneasiness  as  to 
the  future  prevailed  in  the  business  community.  Secretary 
Chase,  to  the  surprise  of  nearly  cverj'  6nancier.  declareii 
that  the  Act  of  August  5th  had  no  such  meaning  or  intait 
and  that  he  should  require  payment  of  the  advances  in  coin. 
The  subject  was  warmly  discussed  between  the  Secretary 
and  the  bankers,  but  the  Secretarj-'s  purpose  was  tnuthaken 
and  the  bauks  yielded  ratber  than  break  off  ncgotiatiaas 
so  important  to  the  mainicnaace  of  the  public  credit. 

■  Boltcs.  ni.,  33. 

*  AcU  of  Ttilrtr.*evcBUi  Coograa:,  i«t  Seis.,  Ck.  46,  Section  6. 
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One  of  the  acts  of  the  special  session  of  Congress  in  the 
summer  of  1861  authorized  loans  in  several  fonns,  including 
II on-i merest  bearing  notes  of  denominations  less  than  $50, 
payable  on  demand  by  the  assistnnt  treasurers  at  New  York, 
Boston,  atid  Philadelphia.  The.-ic  notes  were  not  made  legal 
tender  and  Secretarj-  Cha^,  itt  recoiuniendiiig  tlieiu,  declared 
that  "The  greatest  care  will,  howex-er,  be  requisite  to  pre- 
vent the  degradation  of  such   issues  into  an  irredeemable 

[paper  currency,  than  which  no  more  certainly  fatal  ex- 
pedient for  impoverishing  the  masses  and  discrediting  the 
government  of  any  country  can  well  be  devised."  Notwilh- 
Btanding  ihis  brave  language,  the  Treasury  began  to  iisue 
the  new  notes  early  in  August.  The>"  were  ver>'  Fcluctautly 
accepted  as  currency  and  the  banks  rcfnscd  to  receive  them 
except  as  special  deposits.    The  new  notes  threatened  to 

'  bring  infinite  disorder  into  the  curreiicj-  system  by  the  ele- 
ment of  inflation  which  they  involved.    The  banks  filed  a 

,prorapt  protest  against  thus  trifling  with  the  circulating 
ineilium  while  they  were  straining  their  resources  to  with- 
draw capital  from  active  industry  and  divert  it  to  the  use* 
of  the  gowmment.  The  5Jecretar>'  intimated  that  he  would 
suspend  the  issue  of  such  note*  until  other  resources  were 
exhausted,  but  that  he  did  not  regard  it  as  proper  to  pledge 
himself  openly  not  to  exercise  s  power  conferred  by  law. 

This  was  before  the  advances  by  the  banks  had  begun,  and 
upon  this  assurance  they  began  to  pay  coin  into  the  sub- 
treasurj'  at  the  rate  of  about  85,000.000  at  intcr^-als  of  six 
days.  The  attempt  to  secure  popular  subscriptions  for  the 
seven-lhiriy  notes  through  the  agents  of  the  go\-emment 
ivsulted  in  Bubscriptions  of  only  S24, 678.866,  and  the  banks 
themselves  came  forward  and  took  the  notes  and  agreed  to 
negotiate  their  distribution  among  the  people.  So  perfect 
was  the  public  cunfiilence  in  the  as.sociated  Ixinks  and  so 
rapid  the  circulation  of  the  money  that  the  specie  in  the 
banks  had  not  been  materially  reduced  after  tlie  payment  of 

'the  second  instalment.  The  gold  paid  by  the  banks  into 
the  snb-treasury  was  disbursed  by  public  officers  and 
through  the  chanueU  of  circulation  found  its  way  back  into 
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the  banV5.  There  was  no  apparent  reason  why  advances 
should  not  I)e  made  Ju  this  manner  to  meet  all  the  deinniids 
of  the  war  without  impairing  the  solvency  of  Lbc  Hosteni 
liitnks.  Fears  were  expressed  in  some  quarters  that  the 
coin  would  gradually  be  absorbed  by  llic  Western  banks, 
Kome  of  which  were  on  a  rather  ^haky  fonndatioii  and  had 
issued  notes  secured  by  the  bonds  of  the  seceded  States. 
This  evil  had  not  begun  to  operate,  however,  before  Secre- 
tary Chase  again  began  to  put  iu  circulation  a  mass  of  de- 
mand notes  issued  directly  by  the  government. 

The  Secretar)'  did  not  long  re^>ect  liis  asaunmcea  to  the 
banks.  The  promise  was  given  in  August  and  heavy  issnes 
of  iioles  took  place  in  November.  Tliey  were  not  cordially 
received  as  a  means  of  circulation  and  were  largely  presented 
to  the  sub- treasuries  for  redemption  in  coin.  The  Treasury 
had  little  coin  except  that  drawn  from  the  banks,  and  the 
coin  reserves  of  the  latter  now  began  to  decline  without  any 
signs  of  recu[>cration.  The  sj>ccie  in  the  New  York  banks, 
which  wnsS49.733.990  on  August  \^{\\  and  $42,3iS,6io  on 
December  7th.  fell  to  $19,357,712  on  December  ?8ih.  A 
coufercucc  was  held  with  Secrctao'  Clmsc  and  he  was  as- 
sured thai  the  Treasury  notes  could  not  be  received  by  the 
banks  at  {lar  with  coin  and  that  their  steady  infusion  into 
the  currenc)'  would  send  gold  to  a  preniiuui  as  well  as  create 
an  inflation  of  the  paper  circidation  which  would  drag  doom 
tlic  vaUic  of  bank-notes  in  the  same  manner  as  the  Treasury 
Dotes.  The  Secretary  stubbornly  refused  to  change  his  pol- 
icy and  the  banks  voted  to  suspend  specie  payments  on  .Moti- 
day,  December  31SL'     The  government  necessarily  followed 


'  Prof.  Stunner  Meins  to  tguore  the  cITeet  of  iIk  goveniinctit  bum 
of  the  dcDutKl  notra  sad  dcclMW  that  the  Uiiks  «a«pcDdcd,  "  witbont 
any  caracM  nticnipt*  to  arold  It,  and  cenulnly  withoal  nny  nccctt^^.'* 
— Hiitiyry  of  AmfrieaH  Currtnty,  19^.  SecrvUiry  CLne.  on  tti«  COO- 
tmy,  (lid  not  appear  to  blame  lbc  ba»k»,  \mA  deolaied  that  unex- 
pected tniliiary  deUyi  h*i3  incTrucil  exprndilnm,  and  dlainbked 
eonfideiice  fa  pnblic  u<ruriUu,  and  tbit  "ThcM  coodiikna  made  a 
fiuspcusion  of  Bpcde  iiaymenta  in«viul4e."— rfi^K^/  oh  thf  Fi»*»€tSt 
ib62.  7. 
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suit,  for  the  independent  TTeni;tir>-  aflbrded  no  adequate  fuiul 
uf  coin  for  keeping;  afloat  such  a  ma^  of  paper  as  Mr.  Cliii»e 
proposed  to  put  into  circtilation. 

Tbis  saspcnsion,  less  tbua  six  months  after  the  first 
.■serious  conflict  nt  Bull  Run,  opened  the  way  fur  tite  lon[{ 
exi»erienoc  of  irredeemable  paper  currency  which  ended  only 
with  the  resumption  of  specie  payincnt.s  on  January  t,  1879. 
The  legal  tender  notes,  which  followed  quickly  ou  the  heels 
of  the  demand  notes,  changed  the  standard  of  value  iu  the 
Vntled  States,  drove  gold  across  the  ocean  or  into  private 
hoards,  deprived  im  of  foieign  help  and  Kympatby,*  advance«l 
prices  from  one  hundred  to  \\kc»  hundred  per  cent.,  and  .i<Ide<l 
enormously  to  the  profits  of  speculators  ami  to  the  costs  of 
the  war  to  the  people  of  the  country.  The  price  of  gold 
advanced  steadily  from  the  suspension  of  sjxxric  payments 
until  thesummer  of  1864.,  when  it  touched  285.  The  whole- 
sale prices  of  nearly  all  articles  climbed  up^vard  with  the 
gold  premium  and  retail  prices  in  mnny  cases  advanced  still 
more,  increasing  the  paper  cost  of  every  contmct  for  carrying 
on  the  war.  The  govcnmient  was  obliged  to  sell  its  secu- 
rities for  depreciated  paper,  and  to  apply  tlie  proceeds  to 
.■iettlementft  inthe  same  itidntedtnedinm.  A  computation  of 
the  proceeds  of  S2.565. 233.591  received  from  the  sale  of  pub- 
lic obligations  for  paper  currency  during  forty-five  months 
ending  September  30,  1865,  put  the  gold  value  at  Si<7U5>' 
347,632,  representing  a  loss  to  the  government  by  its 
depressed  credit  of  J86o,ooo,ooo,  or  more  than  the  entire 
bonded  debt  left  in  force  at  the  beginning  of  the  fiscal  year 
1889.' 

There  have  always  been  those  who  haw  raaintatucd  that 
the  su^Mosioa  of  specie  payments  was  a  necessary  condition 


*  Iu  the  coseof  .^inerkn  lher«  woa  a  nmber  evil :  Iwtiift  x  new  coun- 
try, the  Aiiglit  in  bcr  litnen  of  finitnciAl  want  to  Imktow  6f  old  coud- 
Irlea ;  but  tlic  old  counU^cs  weie  fti^hlrncil  liy  llie  probable  b»ue  of 
unlitnitcil  in<ronvenible  p^per.  and  they  wonld  not  lend  a  shilling.— 
DuKeliot,  Th€  Enf-iiih  Consliltilifn,  Ch.  i,,  W*rk«,  IV.,  46. 

'  U.  C.  Adanii,  "  American  War  Financiering,"  TW.  Sc  Qfty.,  Sep- 
tember, 1886. 1..  374- 
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of  war.  The  managers  of  tlie  a.ssociated  banks  of  tlie  East 
recognizcil  nosucli  necessity  tiutil  Secrctaiy  Chose  began  to 
flood  the  country*  with  government  paper  money  for  which 
he  had  no  means  of  ledetuptiuu.  They  pointed  out  that 
inmsactioiLs  to  the  amount  of  $30,coo.ooo  were  settled  daily 
in  New  York,  without  coin  or  even  notes  and  that  the  settle- 
ment of  au  additional  one  or  two  million  dollars  daily  for 
the  govenimenl  could  be  easily  effected  by  the  same  ma- 
chineiy.  It  was  only  ncccssarj-  that  the  government  .^lould 
have  in  hand  at  any  one  time  enough  curn^ticy-,  c\'en  if  it 
insisted  tipoti  coin,  for  the  transactions  of  a  few  days,  vrhile 
the  means  of  gt\4ng  mobility  to  the  cajntal  and  resources  of 
the  country  constantly  existed  in  tlie  bands  of  the  banks. 
UTico  the  Secretary  showed  himself  immovable  upon  the 
subject  of  issuing  irredeemable  notes,  the  suggestion  was 
made  to  him  that,  if  this  dangerous  pntb  must  be  trod, 
it  could  be  done  much  more  safely  through  the  banks 
tbau  directly  through  the  Treasury.  In  the  forcible 
language  of  Mr.  George  S.  Coe,  it  waa  teprcaented  to  Ur. 
Chase:- 

That  if  rh  imdeemible  paper  currency  wu  the  Incrftable  reson.  it 
would  be  mon  nprdknt  and  economics]  for  the  govemiBriil  not 
to  become  involved  in  iu  danfjen,  txit  to  impose  the  datr  and  nr»pon- 
bibilily  ol'tsMiitig  the  notes  npon  the  banks,  whoironld  □«n;nUj  be 
compelled  to  keep  the  day  of  redempCioa  comtinnally  la  view.  Ttio% 
aa  a  i^spciuioii  of  coio  payment  waa  aboat  to  be  declared,  it  was  ptae- 
ticable  to  proa  ire  ^vm  dtstribtttinn  and  xt  aKtde  the  forty  milliona 
of  coiti  then  owned  by  the  banka,  together  with  oue  hundred  and  fiAy 
or  aixty  miUions  of  govcmmenl  bomb^  which  contd  be  Ukm  l>y 
ttiem  aa  a  apectal  secutity  for  two  bnadred  miliioDs  ot  noiea.  wbich 
coaldtbca  be  immediately  iwacd  try  tlie  associated  baaka  fma  Ihetr 
own  plates,  and  l)c  venlied  and  made  natlotul  by  tbe stamp  atnliicii^ 
tare  of  s  government  officer.  And  that  sacfa  aa  tasae,  bo  ■nppertfd 
by  coio  and  boodi,  at  once  aimplc  and  ezpcdiliow,  wwld  acrre  tbc 
temporary  pBrpoae  required,  with  little  ifany  detetiorukm  below  coin 
valBe  ;  sod  that  it  would  t>e  tbea  practicable  for  tbc  basks  to  eao- 
tiouc.  wUhonI  Authcr  ae'tstiaa,  their  advasoak  Bat  tha  Secretsty 
declined  to  cnterlatn  thu  k^xgettioD  ;  pre-rentn);  the  tyatea  of  na- 
tional banka  which  be  had  already  cosc^ivsd. 

'"riaaMUT  Hktory  of  the  War."  ^smJUrt'  M^mtimt,  Jaa^  tfl7& 
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Secretary  Chase  made  the  fatal  mistake  at  the  outset  of 
relying  upon  loans  to  supply  the  means  of  canj-ing  on  the 
war  iuiitead  of  sppealiag  to  the  productive  resources  and 
(lie  patriotism  of  the  people.  His  rrcomracndalion,  at  the 
special  se&^ioa  of  Congress  m  the  summer  of  1861,  was  to 
raise  ^80,000,000  by  taxation  and  $340,000,000  by  loans. 
Of  the  amount  raised  by  taxation  $65,000,000  was  required 
for  the  ordinary  i-xpcnscs  of  the  peace  establishment, 
$9,000,000  was  to  pay  the  interest  on  the  new  debt,  and 
$j,ooo,ooo  was  to  go  to  the  establishment  of  a  sinking  fund 
for  it^  final  payment.  It  is  no  nflerthought  to  declare  that 
this  policy  of  timidity  was  not  approved  by  the  country.  A 
meeting  of  bank  delegates  wus  held  in  Washington  on 
Januar>'  >t.  1862,  which  recommended  a  tax  bill  to  raise 
$135,000,000  in  addition  to  the  usual  duties  on  imports.  A 
resolution  was  intnxluced  in  the  House  four  days  later  de- 
claring in  favor  of  an  annual  revenue  of  $150,000,000.  This 
resolution  passed  the  House  with  only  five  dissenting  votes, 
and  its  t>eneficial  etTect  was  shown  by  tlie  advance  of  six 
per  cent,  bonds  from  90  to  107.  The  N'ew  York  Chamber 
of  Commerce,  on.  April  i+tb.  adopted  a  memorial  to  Con- 
gress declaring  "that  the  masses  of  the  people  are  ready 
and  desirous  to  contribute  their  quota  to  the  ordinar>'  and 
extraordinary  revenues  of  the  country,"  and  that  the 
public  expenditures  dcmaudcd  an  annual  revenue  of  at  least 
$350,000,000. 

It  was  not  until  his  annual  report  of  1863  that  Sccretar)* 
Chase  awakened  to  the  importance  of  tnxntion  as  a  means 
of  supporting  tbe  public  credit,  and  suddenly  expressed  his 
desire  for  pro^'idiug  ' '  for  the  largest  possible  amount  of  ex- 
traordinary expenditures  by  taxation,"  The  net  ordinary- 
receipts,  exclasive  of  loans,  were  $5i,9r9,26i  for  the  fiscal 
j-ear  ending  June  50,  1S62  ;  $ii2.0£^i.i>45  for  the  fiscal  year 
386j:  $243,412,971  for  1S64 :  $322,031,158  for  1865:  and 
$5 '9.949- 364  for  *866.  If  these  figure*  could  have  been 
moved  backwards  a  single  year,  the  effect  upon  the  credit 
of  the  gOTemmenl.  the  price  of  gold,  and  the  depreciation 
of  the  legal  tender  paper  would  ha\*c  been  striking,  c\'cn 
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if  the  change  had  not  made  it  uiiuecessar>'  todepart  from  the 
iiidallic  staudaril.  His  prtibable  that  of  Uie  56,844,571,431 
computed  '  as  the  cast  of  the  war  up  to  tJte  resumption  of 
specie  pa>Tnciits  in  1879,  fi.ooo.ocxj.ooo  could  have  be«i 
saved  to  the  tax-payers  aud  the  public  dchl  would  no  longer 
exist.  Outside  and  beyond  these  considerations,  moreox'er, 
was  the  injury  done  to  depositors  in  savings  banks  and  to 
other  creditoni  by  payment  in  a  depreciated  dollar,  and  the 
injury  to  laborers,  who.-«:  -wages  were  {ax  from  keeping  pace 
with  the  advance  in  papvr  prices.  * 

It  has  been  necessary  to  refer  to  the  6nancinl  policy  of 
Secretarj'  Chase  in  order  to  show  the  conditions  ont  of  which 
grcm  the  national  banking  s>'steni.  The  »ysteui  was  a  port 
of  the  Secretarj''s  policy  of  carrying  00  the  ivar  by  means  of 
loans,  and  was  intended  to  make  a  market  for  American 
securities  and  to  maintain  their  price.  One  of  the  6rsi  effects 
of  the  su»pciision  of  specie  payments  was  the  increase  of  the 

'  BoIIcH,  IIL,  J44.  Mr,  Edwuttl  Atkuison  canputM  tli*  wor  ex- 
pcn<lilarcs  for  tbc  kvcd  yean,  \^i  to  186S,  cxclttsivc  «f  tbc  pcwx 
csUblbbaieal, at  Ji|.  150,000^0001  of vtlilcli  "ant Irsitliaufi. 300,0001000 
wan  paiij  for  war  nutorial  and  supplies,  tbc  piim  of  wbidi  w«n 
taiacil  by  tbc  d«iirccinlion  oT  1>»d  moDcj."  Tbc  avciiEe  advaaee  la 
prio«s  in  the  four  yean  of  war  o\'er  tlie  prWs  of  1S60  wis  87  per 
cent.,  wbicb  incrcAMd  tbc  co«t  of  tnnlerial  of  vsr  f  1. 000^000,0001. 
Since  Ibat  U'uie  we  bavc  paid  more  tliaii  five  per  cent,  iiilctcst  Ibr 
thirly  ycnni  on  Bcvrn-tentbs  of  tlii*  kuui,  amounting  10  11,050,000^000. 
— "  Tb«  Co»t  of  Bad  Uoncr,"  Uarftr"!  HWt/j,(M:U  13, 1S95,  XXXUL, 

964. 

■  Wboleule  pric««  followed  the  f^d  pr*«iam  in  «  majorii}'  of 
COM*  at  ODCcorat  ad  JoWivst  of  about  araantb,  but  tlieadvsiiccs  ia 
xamnj  retai]  linrx  were  undoulitedly  miicb  more  mpid.  WfaolcMie 
prien,  tnonover,  rctnAineJ  Matioiinry  for  o«iirty  a  year  «ner  Ibe  gold 
prnniom  begun  to  fnll,  and  then  oaly  followed  it  dowowvd  at  lonjc 
reiiiovM.  See  Hie  ailniirable  article  of  Tied  Pctry  Powcn,  "Tba 
CrceubMk  in  War,"  /W.  .Sc.  Cr/y.  March,  1887,  U.,  79.  Mr.  Alkin- 
•on,  in  the  article  (luoied  above,  compBle*  ibc  imniifet  oTiirofita  froa 
wage  eament  to  apeenlaton  or  capttalifils.  an  the  reralt  of  Ibe  letfal 
tender  Unw.  nt  f7.o«»,ooo,ooo  in  tbe  ieTen  year*  t9(a-4A.—$to  pec 
bead  ajiuually,  ot  ^IM  for  a  family  of  Ihrre.  ezclosire  vf  cnlionced 
paymeeu  dlrccAly  for  toXM,  out  of  ao  arenge  income  of  abont  $150 
per  raniQy. 
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circulotion  of  the  existing  banks.  The  hanks  were  vcr>'  pni- 
<Iciitly  conducted  wben  the  war  cloud  firal  tUrealeaed,  but 
they  were  soon  ooiifroiitetl  by  a  real  demand  for  additional 
circulation  to  take  the  place  oftlie  gold  which  disappeared 
with  the  sus|)ciision  of  specie  payments.  The  drciilation 
of  tlie  country  outride  the  TreaAur>-,  which  had  been 
S+4y.405.767  on  July  t,  1861,  had  declined  to  ;p334'697.74+ 
on  July  I,  1862.  The  entire  mzss,  of  specie  in  circulation 
on  the  earlier  dale,  which  was  $246,400,000,  had  disap- 
peared, except  about  $25,000,000  on  the  Pacilic  Coast. 
ijnitcd  States  notes  and  demand  notes  had  been  pumped 
into  the  circulation  to  the  amount  of  $135,905,665,  but  they 
did  not  fill  the  void  left  by  the  flight  of  gold  aud  silver. 
The  scarcity  of  ctirrciicy  was  more  than  remedied  by  July 
X,  1863,  when  the  total  had  been  swelled  to  $595,394,038, 
of  which  $312,481,418  was  iu  United  States  notes  and 
$238,677,218  iu  the  notes  of  tlie  State  banks.  The  circu- 
lation of  the  latter  had  increased  about  $53,000,000  within 
the  year. 

Secretary  Chase  inquired  in  bis  first  annual  report  in  the 
autumn  of  1861  whether,  as  the  bank-note  ctrculatiou  con* 
stitutcd  a  loan  without  interest  from  the  people  to  the  banks, 
sound  |>oIicy  did  tiut  require  that  tlteadvaiitn^esof  this  loan 
be  transferred,  iu  part  at  least,  from  llie  banks,  reprwcnting 
only  tlie  interest  of  the  stock-holders,  to  the  government, 
Tei)reseuting  the  aggregate  interest  of  the  whole  people. 
The  Sccretarj-  suggested  tliat  Congress  had  power  lo  control 
the  credit  circulation,  and  that  circulating  notes  might  be 
issued  under  national  authority  aud  secured  by  the  pledge 
of  United  States  bonds.  He  outlined  the  advantages  of  his 
proposed  measure  thus : 


Its  principal  features  arr,  (mt)  acircnlnlion  cf  notes  bearinK  ft  com- 
inon  impTCMion  and  autbvniicated  by  a  common  anlhority ;  (iil)  ttie 
Teitemption  of  Ibew  notes  by  tli«  aasociBlious  and  institmions  to 
wbtf li  tbcr  mav  t>c  dcHvcrctl  ior  i&siic ;  and  l^d)  lb«  dccuHit  of  tbnt 
Tedeutption  l>y  tlie  ]ilei](;e  ur  Unltett  State  stocks,  and  au  adequate 
provision  oT  specie. 

In  tbb  pUn  the  people,  ia  th^  ordinary  biuiscds,  would  liud  die 
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•dvantsgM  of  ontfomiity  in  cnrreney ;  of  anifortnitj  in  Bcraritj ;  of 
cffcctiu]  aaftgnonl,  if  cScctunI  anfeguard  \*  possible,  aKaltuit  deprecia- 
tion ;  and  of  protection  from  Xttmef  in  discooni^  and  excbBngca; 
wbile  In  the  opcrotloot  of  the  govcinment  the  jwople  would  fiad  Ihfc 
fuitber  advnotjige  of  a  Urge  deiuaad  for  govemmeDt  securities,  of  io< 
creased  facilities  fot  ohiaining  tbc  loans  required  hy  tlie  war,  nnil  of 
some  alleviation  of  llic  burdras  ou  iudustry  tbroiit;fa  a  diminRtion  ia 
the  rate  of  iutetest,  or  a  patticipalioa  in  tbc  profit  of  circulaUon. 
vilhoat  ricking  the  perils  of  a.  great  monej  monopoly.' 

Tlte  Committtw  of  Ways  and  Means  of  the  House  of 
Representatives  set  to  n-ork  upon  a  bill  and  made  a  careful 
study  of  the  banking  laws  of  the  various  States.  The  Secre- 
tary's scheme  was  based  upon  the  New  V'ork  free  banking 
Un  and  had  been  urged  upoti  Mr.  Chase  as  early  as  August. 
1861,  by  Mr.O.  B.  Potter  of  that  State.  Some  improvcmeiits 
on  the  New  York  plan  were  incorporated  in  the  hill  of  the 
committee.  The  provisioiis  relating  to  the  reserve  fund  were 
drawn  largely  froui  the  banking  laws  of  Louisiana,  and  other 
features  were  adapted  from  the  laws  of  Ohio  and  Illinois. 
It  was  pointed  out  early  in  the  public  discussion  of  the  plan 
that  the  volume  of  circulation  would  dei>eud  upon  the  price 
of  bonds  ratlicr  tlian  upon  the  needs  of  the  money  market, 
and  opposiliou  wa»  pronounce<l  among  the  New  York  bank- 
ers. Thaddens  Stevens  reported  against  the  bill,  and  its 
ncccs^ty  was  postpoucd  for  the  time  being  by  the  issue  of 
legal  tender  uotci.  Mr.  Chase  returned  to  the  subject  in  his 
annual  report  for  1S62,  and  his  language  in  favor  of  basing 
the  monetary  circtilatiuii  on  evidences  of  the  public  debt 
sounds  vcr>-  like  that  adoptetl  by  Mirabeau,  in  urging  the 
iaaue  of  the  asiig-tuUs  upoa  the  Fretich  Aasembly.*  The 
Secretary  declarer 

Bwry  dollar  of  circulation  would  represent  real  capital,  oetiuUy 
invtstcd  in  national  atocks,  and  tbc  total  atnonnt  iMUcd  could  always 
be  ranily  and  quickly  Bftcenaiacd  from  Ibe  books  of  the  TreOMiry. 
TImm  eirciun»laacet,  if  tbey  might  not  wholly  remove  ibe  tcmpU- 
tlon  to  excessive  iaanes,  woidd  ceruinly  reduce  It  to  the  lovreM  polut. 
while  the  form  of  the  notes,  the  uBifomttj  of  derlcn,  the  algnaiiuva 

'  RfpcttoH  the  Fimanets,  iSei,  19. 
■  r<<ArCli.  xxill. 
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of  national  officcn,  and  tbeiraprintof  (he  oatioiul  RolauitaentinidiiK 
the  declantion  borne  on  each  Ihut  it  is  Kccorcd  by  bornls  wtikrb  te- 
prcKot  tbe  faith  ami  capital  of  the  whole  country,  could  uot  fail  to 
make  evcrj  uotc  as  good  In  any  part  of  the  world  as  tbc  best  koowu 
and  bast  aatcttmcd  national  Bceuritioa.' 

The  time  was  more  nearly  ripe  for  such  a  device  than  in 
Ihc  preceding  session,  and  a  bill  was  promptly  introduce*! 
io  the  House  by  Mr.  Hooper  of  Boston,  who  had  given  much 
attention  to  the  subject  during  the  summer.  Senator  Sher- 
man introduced  a  similar  measun:  in  the  upper  branch, 
which  was  passed  and  went  to  the  House  on  February-  12th, 
Much  of  the  argument  in  the  Stnatc  was  based  upon  the 
fact  that  the  existing  banks  were  increasing  their  circulation, 
without  the  restraining  influence  of  specie  payments,  and 
were  u^ug  the  constantly  swelling  \'olunie  of  govenimtni 
paper  moncj*  as  a  means  of  redemption.  The  debate  in  the 
House  was  opened  by  Mr.  Spalding  of  New  York,  who  had 
enjoyed  the  doubtful  honor  of  fathering  the  legal  lender  law. 
The  bill  passed  the  Senate  by  a  vote  of  23  to  3t ;  passed  the 
House  on  February  20th  by  a  vote  of  78  to  64,  and  K-ceivtd 
the  signature  of  the  President  on  February'  25,  1863,  The 
measure  proved  to  be  defecti\-e  in  some  of  its  details,  how- 
c\'er,  and  was  superseded  by  the  Act  of  June  3,  1864.  Banks 
to  the  number  of  134  had  btxn  organized  when  the  Comp- 
troller of  the  Currcnc}'  made  his  first  report  in  Jsovember. 
1S63,  but  no  notes  appeared  until  late  in  December.  The 
system  was  hardly  in  operation,  therefore,  until  the  war  n'as 
within  a  year  of  its  end.  but  the  fact  that  it  had  been  au- 
thorized undoubtedly  contributed  to  create  a  market  iot 
securities  and  to  maintain  their  pric«. 

The  essential  feature  of  the  new  banking  law,  so  far  as 
conccmsctrculation,  was  the  provision  that  circulating  notes 
should  be  issued,  by  the  Comptroller  of  the  Currertcy  upoir 
dcposiu  of  United  States  bonds,  to  the  amotuit  of  ninety  pc« 
cent,  of  the  face  value  of  the  bonds.  No  hank  could  bd' 
organi7.ed  with  a  less  capital  than  $100,000,  except  in  places 
with  a  population  not  exceeding  six  thousand,    where  a' 

^  Report  OH  the  Finanat,  tS63,  18, 
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bank  might  be  organized,  with  the  approval  of  the  Secre- 
tar>'  of  the  Treasury,  with  a  capital  of  not  less  than  $5o,cx)0. 
At  least  fifty  per  cent,  of  the  capital  was  required  to  be  paidl 
up  before  beginning  business  and  the  remainder  in  instal-j 
ments  of  ten  per  cent,  of  the  whole  amount  of  the  capital 
at  the  end  of  each  month.     The  bond  deposit  was  fixed  at» 
not  less  than  $30,000  nor  less  than  one-third  the  capital! 
stock.     Provision  was  afterwards  made  by  the  Act  of  June  I 
20,    1874,   for    the  withdrawal  of  circulating  notes  at  the 
option  of  the  banks  and   the  surrender  of  an  equivalent 
amount    of   bonds  by    the    Treasury,    provided    that    the 
amount  of  bonds  on  deposit  should  not  be  reduced  below 
$50,000,     The  limit  was  further  reduced  in  1882,  for  banks 
having  a  capital  of  $150,000  or  less,  to  one-fourth  of  their 
capital  stock,  but  limitations  were  set  upon  both  the  retire- 
ment and  the  issue  of  new  circulation.     The  withdrawal  of 
currency  was  not  permitted  to  proceed  at  the  rate  of  more 
than  $3,000,000  per  month  for  the  entire  country',  and  a 
bank  reducing  circulation  was  not  entitled  to  receive  any 
increase  for  the  period  of  six  months  from  the  time  it  made 
a  deposit  of  lawful   money,  in  lieu  of  the  bonds,  for  the 
redemption  of  outstanding  notes.' 

The  new  banking  currency  was  put  upon  the  same  depre- 
ciated paper  basis  as  the  bonds  and  legal  tender  notes  of  the 
gnveninient.  It  could  not  have  circulated  otherAvise  in  com- 
mon with  I'niled  States  notes,  for  it  would  have  been  at  a 
preniinni,  like  gold,  or  would  have  been  presented  to  the 
ba_iiks  for  redemption  in  gold  for  hoarding.  The  law  made 
the  notes  redeemable  in  "lawful  money."  Redemption  of 
this  sort  was  simply  the  excliange  of  a  note  sccnrt-d  by  one 
government  obligation  for  another,  and  was  of  so  little  value 
that  the  banks  were  seldom  troubled  by  the  presentation  of 
their  notes,  although  they  were  required  to  earn-  large  quan- 

'  This  limitation  proved  troublesome  lo  a  few  bank<i  which  iJesired 
to  takf  out  circulation  quickly  diirinii;  ihe  p.inic  of  iSqj;,  but  haj 
within  ;ii  mouths  deposited  lawful  nioiiev  with  a  view  lo  rflirin^;  cir- 
culjiiou.  Coniptroller  Eckels  recommended  its  rti>ejl  iu  his  annual 
rijiorts  for  i'*94  ami  1S95. 
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tilies  of  legal  tenders  as  a  part  of  their  lawful  reserve.'  The 
banks  in  Albany,  Baltimore.  Bostou,  Cinciuuali,  Cbicago, 
Cleveland.  Dctrwl,  Louisville,  Milwaukee,  New  Orleaiis, 
New  Vurk,  Pliiladelpbia,  Pittsburg.  St.  Louis,  San  Fran- 
cisco, and  Waahinglon  were  required,  to  beep  n  reser\-e  iu 
lawful  money  equal  to  iwenly-five  per  cent,  of  llieir  aggregate 
Doles  in  circulation  and  deposits.  Banks  out!?ide  of  llicse 
"  resen-e  cities  "  were  required  to  keep  a  reserve  of  at  least 
fifteen  per  cent.,  but  Ihrcc-fiftlis  of  the  reser\'c  in  these  citseii 
might  be  deposited  with  banks  in  the  "  reser\'e  cities. " 

Hugh  McCultoch  was  tbe  first  ComptroUcr  of  the  Cur* 
rency  appointed  under  the  new  law,  und  it  is  to  bis  ability 
and  good  judgment  that  much  of  the  success  of  the  uew 
banking  system  was  due.  He  had  been  president  of  the 
admirably  managed  Bank  of  the  State  of  Indiana,  and  went 
to  Washington  in  1862  to  oppose  the  national  bunking  bill, 
liis  opinions  underwent  a  chauge  after  the  bill  was  amended 
in  the  following  year  and  became  a  low,  but  it  was  with 
some  surpriite  that  he  received  the  iuntation  to  become  the 
head  of  the  new  system.  He  stipulated  for  absolute  control 
over  the  choice  of  bis  employees  and  for  pemiissiou  to  re- 
sign the  place  as  soon  as  the  system  was  well  organized. 
Tbe  First  National  Bank  of  Philadelphia  vras  the  first  au- 
thoriz-cd  to  begin  business,  on  June  20,  186^.  Several  other 
certiScates  were  issued  on  the  same  day,  but  the  Western 
banks  were  generally  more  prompt  to  come  into  the  national 
system  than  those  of  the  East.  Mr.  McCuUocli  discusses 
some  of  the  objections  to  the  new  system  and  the  m?,nner  in 
which  he  met  them,  in  the  following  pustage  of  bis  me* 
moirs : 


'  It  was  the  distinct  proixMal  of  SecretKry  Ctiase  that  tlie  notoi 
Bbonld  be|)ayah1c,  "jiftcr  resumption,  fa  ipccie,  by  the  aisoclcdoa 
which  issues  tUein.  ou  demand ;  and  if  not  so  paid  vHU  be  rcdcemar 
bir  at  the  Trwwurj-  of  the  t'nilcil  States  Irom  thv  pnxved*  of  the 
bands  pledfied  in  SN-nrity."— ^.^wrf  om  the  Fintinees,  tS6i,  17.  Bnt 
this  safc^ard  «bs  not  adopted,  and  the  banks  couliDacd,  long  after 
mumpliou  t>y  Uie  Treasury,  to  redeein  their  notes  only  in  paper 
nocey. 
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msroxv  of  modehn^  banks  of  issue. 


Tbcre  were  four  cauca  for  tiic  BDwilliDgncvs  of  the  State  bank*  to 
become  OfitiDiial  banks, 

Fint :  The  apprebcotion  that  the  natiotial  nrftetu  might  prove  to 
be  a  icpctition  of  the  ircc-bauk  system  oftbe  West,  which  had  been  a 
diKTepuialile  failure. 

£«<oud :  The  otMaittn  tfast  in  b«comiii([  aatioaal  bank*,  and  tMO- 

ing  notes  secured  by  Go^xmmciit  bonds,  their  intcTciIs  would  be  wt 

y^      Ideobfied'oHth  tb«  Intetectx  of  tb«  Govern nictit,  Iheir  credit  «o  de* 

pcodcut  upoD,  SO  iotcTwovca  with,  the  public  credit,  that  Lbcr  would 

t>e  ruined  if  the  integritr  of  th«  tTpioa  should  not  be  pneservrd. 

Third :  the  danj^er  of  bMtil«  legislatioa  bf  Congieu,  or  the  annoy- 
ances to  which  they  might  be  exposed  by  Congrewionsl  isteifeTeDcc 
y       wilb  tlieir  busiuew  for  parlisao  poiposes. 

Fourth  :  The  rc^ircmcBt,  that  iu  order  to  bccoine  national  bonks. 
tbcy  mu»l  relio<iaiab  tbe  namca  to  which  they  had  become  attached, 
and  be  known  by  numerals. 

I  had  no  ipcat  difficulty  in  salisfying  the  bankcn  vith  whom  I  bad 
perBOnal  inten-iews  or  correspondenfe  that  three  of  these  ot^eciions 
were  nuKiibitfliitinl.  In  answer  to  the  fint,  I  pointed  out  the  impor- 
tant particulars  in  which  the  national  aystcni  ilifTered  from  the  ftec- 
bank  system  of  the  West,  in  the  rcijiiirrtnent  that  the  capitate  of  the 
national  banks  shouM  be  r«al,  and  fully  piud  up;  that  Ihcir  circml*- 
tion  was  to  be  secured  by  United  States  bonds,  willi  ten  per  ceou 
margin  \  tluit  in  rase  of  the  failure  of  a  bank,  its  nolc«  wonid  be  at 
once  redeemable  at  the  t'nitcd  Slates  Treasut^- ;  that  all  the  banks 
would  be  subjected  to  frequent  examinations  by  men  appointed  by 
the  Treastrry  DeparUneuT.  In  answer  to  the  secoud,  1  took  tbe 
groond  that  the  InlcrcsU  of  the  Stoic  banks  were  alt cady  so  involved 
with  those  of  the  Govetnmeni,  that  the  fate  of  the  latter  woold  be  tb« 
fate  of  the  former  also ;  thai  whdher  tbcy  remained  State  banka  or 
became  national,  Ibcy  would  stand  or  fall  with  the  GoTctnmenL  In 
atnvertothc  third,  I  exprewed  the  opinion  that  there  was  as  Uttle 
to  icax  from  Congressional  as  from  State  IcKisUliou  ;  that  if  there 
was  trouble  to  be  apprehended  in  cither  direction,  it  would  be  tn  the 
control  whiHi  the  tuoks  eiight  have  over  Coagrett,  rather  than  ia 
■nnoyinj;  iulcifctence  by  Codgitss  with  their  leKitimate  iHisiwiw 
To  tbe  founh  I  Cfxild  nuke  no  reply.  It  seemed  tome  tobc  tnucft- 
•oaabte  that  the  Sutebsnks  should  be  required,  in  order  to  be  con- 
Tcitcd  Into  notional  baaks.  to  surrender  the  names  that  bad  been 
made  faoneral>Ie  by  the  mauBcr  in  which  their  iMuliMeB  had  been 
conducted.  MhI  accept  for  a  name,  a  nnmbcr.' 


'  Ntn  •«</  Mtatmm  <^Jia(fa  Century,  ib^  lAfb 
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T^«  last  point  was  finally  conceded  by  the  Secretai:>',  aud 
banks  were  allowed  to  retain  tlicif  old  names  with  the  pre- 
fix "national."  When  this  was  yiclilcd,  says  Mr.  McCul- 
lodi,  "  they  caiiie  into  the  nalioiial  system  with  a  rush, — 
Boston,  as  is  her  wont  lu  all  enterprises,  taking  the  lead." 
An  Act  was  pns.sed  in  1873  forbidding  the  use  of  the  word 
"  national  "  in  the  titles  of  banking  institutions  not  organized 
and  transacting  business  under  Ihc  National  Currency  Act. 

The  deslroctioD  of  the  State  banks  as  banks  of  issue  by 
taxation  was  not  a  component  part  of  the  nattonal  banking 
system  at  its  origin.  Secretary  Chas«.  in  his  Srsl  annual 
report,  suggested  the  possibility  of  taxation,  in  order  to 
transfer  to  the  government  some  of  the  proGls  ofdrculatiou, 
and  he  remarked,  in  his  second  annus!  report  for  1862,  that 
he  had  "  heretofore  advised  the  imposing  of  a  moderate  tax 
on  corporate  circulation,  and  now  renews  the  recommenda- 
tion as  the  best  means  of  reduction  aud  gradual  substitu- 
tion." The  first  banking  act  provided  that  any  State  bank 
holding  United  States  bonds  to  the  amount  of  fifty  per  cent. 
of  its  capital  stock  might  deliver  them  to  the  United  Stales 
Treasurer  aud  receive  circulating  notes  equal  to  eighty  per 
cent,  of  the  face  value  of  the  bonds  transferred,  and  that 
upon  the  failure  of  such  a  bank  the  Ixinds  should  he  declared 
forfeited  to  the  United  Slates  and  the  circulating  notes  sliould 
be  redeemed  and  paid  at  the  United  States  Treasury.  These 
provisions  for  State  banks  were  omitted  from  the  Act  of 
June  3,  1864,  and  Comptroller  McCuUoch,  in  his  annual  re- 
port for  1864,  suggested  the  query  whether  "the  time  has 
not  arrived  when  all  thcAc  institutinns  Khnuld  be  compelled 
to  retire  their  circulation?  "  Ue  stated  tlint  he  had  not  felt 
like  recommending  such  action  "  as  long  as  there  was  any 
uncertainty  in  regard  to  the  success  of  the  national  banking 
system."  and  he  limited  bis  recommendations  to  taxation 
"which  should  be  sufficient  to  effect  the  object  without 
being  oppressive."  '  The  result  was  a  {irovisiou  in  the 
Revenue  .Act  of  March  3.  1865,  laying  a  tax  of  ten  per  cent. 


'  Jiepori  OB  Ue  Finenefs,  1S&),  54. 
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per  annual  u^i  llie  circulation  of  State  banks  paitl  out  by 
tlieui  afti^r  July  1,  [866.  This  provision,  therefore,  did  not 
lake  effect  uiitil  a  year  afler  the  practical  close  of  the  war, 
aud  was  iiitcuded  to  drive  tlic  State  banks  out  of  competi- 
tion with  the  Dattotial  system  and  to  enlarge  the  market  for 
United  States  bonds. 

There  was  still  in  circulation  on  July  i,  1864.  $179,157,717 
in  State  Ixiiik-notes  and  only  $31,333,270  in  national  bank- 
notes. The  State  bank-notes  amounted  to  $143,919,638  on 
July  1,  1865,  three  mouths  after  Appomattox,  but  had  been 
slightly  surpassed  by  the  national  bank-notes,  which  now 
amounted  to  $145,137,860.  The  arrival  of  the  date  for  the 
cnfoTCeineut  of  the  ten  per  cent,  tax,  a  year  later,  found 
$19,996,163  in  circulation  in  State  bank-notes  and  $^76,012,- 
713  in  national  bank-notes.  The  State  bank-notes  dwindled 
to  $4,484. 112a  year  later,  and  their  last  appearance  in  the 
Treasury-  reimrts  wan  on  July  i,  1876,  when  the  amount  was 
stated  at  $1,047,335.  T**^  Act  le\'>'ing  the  ten  per  cent,  lax 
was  several  times  re\'ised  sad  was  extended  in  the  Act  of 
March  26,  1867,  to  every  national  or  State  banker  paying 
out  the  notes  of  any  town,  city,  or  niuuid[>al  cttrporatioa 
after  May  I,  1867.'  The  law  was  finally  re-enacted  by  sec- 
tions 19,  30,  and  31  of  the  Act  of  February  8,  1875.  so  as  to 
apply  the  ten  per  cent,  tax  to  persons,  firms,  or  corporations 


'The  Attoni*y  GeocfaI,(Mi  NoremlHr  ai,  1893,  in  ao  opinieo  »- 
^MtUng  nclvariag  bouse ccrtt£«»tcofilcpo)>it.clcclnml  that  tlic  pupa 
^rat  "  uot  witliio  the  nieaninft  oi  tbc  «atut«,'*  and  cited  the  nile  of 
Inwihat  "  irtbFTci*  Btiydoabt  n»tolbe  Bi<«Qingorih«MatDlclttipo«- 
iog  thb  tax  ills  doubt  must  be  n:«nlrci1  In  bvur  of  cxtniptiou."— 
Offitioi  Ofimionso/  Ike  AUt/rtteyi  Gnent.  XX.  683.  The  Solidior 
of  Ifae  Trcaimtj  gave  an  opiaion  «a  Scptanlncr  38,  iS^  in  TTK«fd  lo 
a  proposed  imuc  of  county  bouda  of  ani«U  denomination*  for  nae  n  ■ 
local  cuncnry,  "that  no  KUtntcof  Ibc  United  States  pfobibiu  Ibe 
iuncof  coDutjrbondalaaiiydcuDialiutiou."  Be  also  obtcrred  "tbat 
llic  word  '  county '  ia  not  rnnmciated  anioat;  itie  coipomnoiu,  bink> 
tttg  association*,  etc,  meutloBed  to  tbe  Btainie:  nor  e«n  th^nrord 
'DOien'  t)c  held  to  include  county  bondt,"  Sotfa  tfacac  opiaioiu  tv 
fetrcd  to  Hie  titQilar  l»Bj(tiQte  of  tlie  Act  of  Febnuty  8.  tli<75,  then  in 
forco. 
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paying  out  their  own  notes  or  those  of  nny  person,  finn,  or 
oorporation  other  than  a  national  banking  aKKOciadon.' 

Several  of  the  States  passed  laws  to  aid  the  State  banks 
in  organizing  under  the  national  sj-stcm  and  many  of  them 
made  the  change  during  the  years  1864  and  1865.  The 
number  of  Itanks  organized  fur  the  year  ending  Uctober  51, 
1864,  was  453  witll  an  aggregHte  capital  of  $79,566,950.  atid 
the  number  organi?.cd  for  the  year  ending  October  jt,  1865, 
was  1014  with  an  aggregate  eapitil  of  $242,542,982.  This 
was  the  year  during  which  the  impending  levy  of  the  ten  jwr 
oeut.  Ulx  drove  nearly  all  banks  desiring  to  cx)iitinue  their 
circulation  into  the  new  system.  The  number  of  organiza- 
tioQs  for  the  year  ending  October  31,  1866.  was  only  62  and 
for  the  next  year  only  10.  The  reorganization  was  accom- 
plished with  little  friction  and  without  arrc^tting  the  ordinary 
buidness  of  the  banks.  The  stocks  of  many  of  them  increased 
in  value  and  Comptroller  McCullocb  declared  in  1864  that 
he  knew  "  of  no  iusiaiice  in  which  their  real  market  value 
bad  been  injimously  afTecled,"  Congress  gave  a  preference 
by  an  Act  of  March  3.  1865,  to  State  banks  not  having  over 
$73,000  of  capital  in  entering  the  national  system,  but.  in 
view  of  the  ten  per  cent,  tax  on  their  notes,  it  was  a  rather 
hnmorons  obser\'ation  which  was  made  by  ComptioHer 
Clarke,  who  succeeded  Mr.  McCuIIoch,  that  "  nearly  all  of 
the  State  banks  v<^untarily  changed," 

The  original  hmit  imposed  on  the  national  bank  circula- 
tion was  Jjoo.ooo.ooo,  and  it  was  provided  that  $150,000,000 
should  be  apportioned  to  banks  in  tlie  States  and  Territories 
according  to  population  and  the  remainder  at  the  discretion 
of  the  Secretary  of  the  Treasur>',  with  due  regard  to  e^istiug 
banking   capital,   resources,  and  business.    Some  conflict 


*Tli«ae  •ectkins  itfcr  in  cT«ry  c«»«  to  "uotca"  or  "circulating 
notes,"  and  Mr.  t-:tlwttrd  AtViu«oii  of  Boston  Iiua  expmud  tbc  con* 
viction  that  th«y  dn  not  itnpoM;  nny  tax  ttpon  rcrtifiratcfl  of  deposit 
given  by  Hational,  Stntc,  or  private  linnkcra  to  their  drirasitors,  even 
tbougb  socli  certilicates  might  be  priated  for  even  smoiiuU  and  useil 
for  geBeml  circulation.— ydMr-nu/  0/  Commerce  and  0>mmerc%ai  Bul- 
letin, Moodar.  Joly  39,  1895. 
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resulted  between  this  pnnnsion  and  tliat  giving  preference  to 
the  State  banks,  and  tbe  Cotuptrollcr  permitted  the  organi- 
zation or  the  latter  \i*ithout  limit.  No  stable  Stale  bonks 
existed  iu  some  of  tbe  Western  Stales,  so  that  tbeir  share 
of  banking  capital  was  reduced  to  a  minimum,  and  the  diffi> 
culty  W3£  incrva»ed  witli  the  restoratioti  of  the  Southern 
States  to  the  Union.  The  Act  of  July  \3,  1870,  therefore, 
authorized  an  increase  of  $54, oco,ooo  in  the  bank-note  circu- 
lation, to  be  apportioned  to  banks  "in  those  States  and 
Territories  having  less  than  their  proportion,"  and  anew 
spportiontncnt  was  directed  to  be  made  as  soon  as  practicable, 
based  upon  the  census  of  1870.  Provision  was  also  made 
for  withdrawing  $3^,000,000  uf  circulation  from  banks  in 
States  having  au  excess. 

The  withdrawal  of  circulation  was  found  to  be  dif&cult. 
!>ecaU5e  the  notes  did  not  reach  the  banks  or  the  Treasury 
for  redemption.  It  was  only  for  the  interest  of  the  stock- 
holders of  new  banks  to  compel  redemption,  by  paying  a 
premium  to  brokers  to  sort  out  notes  subject  to  withdrawal 
and  send  them  to  the  Treasury'.  The  inQntion  bill  vetoed 
by  ('resident  Grant  in  1874  contained  a  provision  for  adding 
$46.ooo.ocx)  to  the  bank-note  circulation.  Congress  took  a 
new  tack  after  the  veto,  and  provided  for  the  withdrawal  of 
£55.000,000  of  circulation  from  States  having  an  excess  and 
its  issue  in  Stales  having  a  deficiency.  This  Act, — tfaat  of 
June  20,  1874, — was  the  first  to  pror'ide  for  the  I'oluntary 
retirement  uf  circulation  by  the  deposit  of  lawful  money 
with  the  United  States  Treasurer  and  Uie  return  of  the 
bonds  to  the  bank.  The  panic  of  1873  and  the  redundanc>* 
of  currency  which  followed,  led  to  the  voluntar)-  retirement 
of  circulation,  so  that  no  requisitions  upon  the  Eastern 
banks  were  required  to  execute  the  Act  of  1874.  The  Act 
for  the  resumption  of  specie  payments,  approved  Janinry 
14.  TS75,  wiped  out  any  specific  limitation  upon  the  amount 
of  national  bank-notes  and  declared  that  "each  existing 
banking  association  may  increase  its  ctrctilating  notes  in 
accordance  with  existing  Uw  without  respect  to  said  aggre- 
gate limit ;  and  the  ptoviuons  of  law  for  the  withdrawal  and 
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le-distribution  of  nsdonal  bank  currency  among  Che  several 
Slates  and  Territorita  are  liercby  repealed." 

Tbc  uatioual  bauks  borc  aa  honorable  part  la  bringing 
about  the  resumption  of  specie  payments.  A  few  1»inkers 
who  had  extended  their  speculations  beyond  legitimate 
limits  undoubtedly  desired  to  see  the  regime  of  irredeemable 
paper  perpetuated,  but  the  majority  were  earnestly  in  favor 
of  return  to  a  specie  basi;).  Secrctarj'  McCullodi  strongly 
urged  resuniptioa  in  hi»  first  annual  report  in  1S65  aud  was 
authorized  by  the  Act  of  April  12,  1866.  to  receive  legal 
tender  notes  for  bonds  and  cancel  the  notes  to  an  amount 
not  exceeding-  $to,ooo,ooo  in  the  first  six  months  and 
^,000,000  in  any  one  mouth  thereafter.  The  iiiaximuiu  price 
of  gold,  which  bad  been  235.75  in  1865,  was  167.75  in  i86€ 
and  145.625  in  1867.  Secretary  McCulloch  reduced  the  oul- 
staoding  legal  tenders  from  $433,434,007  on  March  5t,i366, 
to  $556,000,000  in  Febmarj',  t868.  The  fear  of  contraction, 
stimulated  by  the  reaction  from  the  fever  of  the  ivar  spccu- 
latiou,  seized  upon  Congress  and  the  furtbcr  retirement  of 
legal  tender  notes  was  forbidden  by  the  Act  of  f  ebmary 
3,  1868. 

The  Resumption  Act  was  the  outcome  of  a  caucus  com- 
mittee appoiatcil  by  the  Republicans  in  neccmber,  1874,  to 
frame  a  measure  upon  which  the  party  could  unite.  The 
previous  session  had  witnessed  the  passage  of  tbe  inflation 
bill,  increasing  the  limit  of  legal  tender  issues  10  $400.ooo.- 
000  and  authorizing  an  addition  of  $46,000,000  to  the  bank- 
note circulation,  to  be  distributed  to  banks  in  the  West  and 
South.  The  bill  was  vetoed  by  President  Grant  and  the 
inflation  fever  was  checked.  The  Resumption  Act  was 
hurried  through  Congress  within  six  weeks  after  the  bcgin- 
uing  of  tbe  session  and  was  intentionally  left  in  clumsy  and 
ambiguous  shape  in  order  to  hold  votes.  Senator  Schurz  of 
Mis.souri  repeatedly  inquired  of  Senator  Sherman,  who  had 
the  bill  iu  charge,  whether  the  legal  tender  notes  redeemed 
in  coin,  as  proposed  by  tbc  bill,  nxre  to  be  retired  and  can- 
celled. Mr.  Sherman  refused  to  give  a  definite  reply  and 
Mr.    Schurz  voted  with   tbe  Democratic  Seuatorti  against 
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the  bill.'  lis  redeeming  feature  was  Uie  provijuon  for  tlie 
resumption  of  specie  pa>'mcDts  at  the  New  York  sub- 
Treasury  on  January  i,  1S79,  and  tbe  issue  of  bonds  to 
obtain  the  necvssar)'  cuin. 

Tlie  success  of  specie  resumption  depended  largely  upon 
the  action  of  the  banks.  They  held  more  than  $125,000,000 
in  legal  tender  notes,  of  which  nearly  one-third  wa.-*  in  New 
York  City.  A  run  upon  the  sub-Treastiry  for  gold  by  means 
of  the-sc  notes  would  have  quickly  compelled  a  nevr  suspen- 
xiun  of  specie  jKiymcnts.  The  subject  of  resumption  was 
discusiwd  by  the  banks  snd  a  committee  was  appointed  to 
confer  with  Secretary  Sherman  mid  ayree  upon  a  common 
course  of  action  to  sustain  the  public  credit.  Tlic  Assistant 
Treasurer  at  New  York  was  invited  to  become  a  niemlier  of 
the  Clearing  Mouse  and  balances  between  the  banks  and  the 
Treasur}'  were  proposed  to  be  settled  through  the  Clearing 
House.  The  banks  voluntarily  decided  to  decline  receiving 
gold  as  a  special  depwtit,  to  abolish  special  exchanges  of 
gold  checks  at  the  Clearing  House,  and  to  receive  and  pay 
balances  without  discrimination  between  gold  and  legal 
tender  notes.  This  action  dissipated  all  serious  fear  of  the 
success  of  resumptiou,  and  ou  December  17,  1878.  gold  sold 
at  par  lu  the  gold  room  of  the  Nc^v  York  Stock  Exchange. 
The  banks,  in  the  laugnnge  of  Mr.  Bolles,  at  the  beginning 
of  the  war  "parted  with  their  gold  to  aid  the  government, 
and  now,  when  resumption  was  accomplished,  they  were 
content  to  take  whatever  it  desired  to  give."  ' 

it  was  the  policy  of  the  Resumption  Act  to  reduce  tlie 
volume  of  United  States  legal  teuder  paper  at  tbe  rate  of  80 
per  cent,  of  the  new  national  bank-notes  Issued  and  to  coa> 
tinlte  redemption  until  the  l^^aX  tenders  should  be  reduced 
to  $300,000,000.  The  expectation  that  the  bank  currencj* 
would  rapidly  expand  to  fill  the  void  left  by  the  retircmeut 
of  the  ^cg^l   tcudeis  was  not    fulfilled.     Tbe  circulattoa 

'  ilr.  Shemsn,  when  Seerflary  of  the  Trrjwmry.  rc*olvwl  ihU  datittt 
in  bia  aaDual  repon  for  1S77,  in  f^-or  of  rciaaoiiiK  ilic  notes,  but  ttla 
opinion  vraa  won  <lp[>nvc(l  of  pnclicul  ttnponiiice  liy  ilic  rewoliitkio 
of  May  31, 1878^  forbid^ling  Ihc  furtta«r  rtlircment  of  1«]^  tender  Dotc*. 

* nnannat  Jfittary o/the  VmiedSialet,  m.,yiu 


readied  a  maximum  of  $35o,69»,966  oil 

3,  and  fcli  rapidly  from  that  time  until 

fj6,   when  llie  aiiiouiU  was  $301,658,372.' 

'tt<3s  as  wuU  as  the  reduadaiic>'  of  currency 

to  exerci^  the  restraining  influence  011  bank- 

■n  which  iu  subsequent  years  forced  it  within 

UpAsa.     The  contraction  of  the  bnnk-note  cir- 

tfae  retirement  of  guvemment  currency  alarmed 

;e9  of  an  ample  money  supply  and  led  to  the 

if  May  31,  itiyH.  providing  for  a  second  time  that  it 

.  be  lan-ful  "for  the  Secretary  of  the  Treasury  or  other 

ader  him  to  cancel  or  retire  any  more  of  the  United 

^^1  tender  notes,"     The  voltime  of  legal  tenders  in 

itmon  the  day  the  Act  became  low  waa  $346,681,016, 

as  remained  rigid  at  this  amount  since  that  date, 

it  for  the  addition  of  the  Treasury  notes  issued  under 

^ibcrman  taw  and  the  temporar>'  retention  of  notes  in  the 

Jisury. 

l*hcre  was  a  slight  tendency  to  increase  bank-note  circula- 
rti  for  a  time  after  the  rwivnl  of  business  in  1S80,'  but  the 
jicreajK  was  sharply  arrested  in  the  winter  of  t88i  by  the 
;of  a  bill  requiriug  the  bank»  to  deposit  a  new  issue 


'  The  Bggrrgstp  cirenlation  on  tbe  earlier  of  lime  datrs  vas  t353,- 
lGai,763  on'l  on  (be  later  date  {513,  J41.50S.  The  (lifTcreiice  tictwccn 
"  Mcund  "  and  actual  circalatioa  i*  mode  ap  by  dcpooiU  oi  lawfal 
money  wilb  the  United  Slates  Treasurer  for  the  re<lemi>tioii  and  can- 
ccUnlkin  of  notn  still  outatsudiug,  for  wtiich  the  bonded  accuritir  lia.-> 
been  Mil)idrawut>>-tbcbaDk9.  Tliis  "lawful  nionry  "  fiiinliKtrdtirol 
M  fact  aa  the  noln  ore  rv^jeemcd  from  it  and  retired,  but  the  witb- 
dramlofbonda  was  ao  rapiil  Ihnttbcnmuutil  rnii  aibigb  as  J107.58S, 
447  oa  July  r.  'S&7-  The  fond  stood  at  Ji54.2o7.9?5  whwi  the  Act  of 
July  14,  1890,  (Section  6)  directed  tbnt  it  "  b«  covered  intolhe  Trcasnry 
as  a  miscellaneous  reoeipt  "  and  that  rctletDptiona  be  mjulc  thereafter 
fruoi  ihr  {^acral  cnsfa.  The  notes  oalManditig  redeemable  in  lawfal 
money  on  December  31,  1895,  were  (133,011,661. 

'Oncofllic  cauKSof  the  decline  in  xctucd  circtilallon.  as  the  date 
approached  for  the  rerainplion  of  spceie  paytnenis,  von  the  nn^t  tlMt 
the  price  of  the  bondi  vim  falling  iu  curreucy  in  order  toacoommo- 
dale  ilkulf  to  Uie  |{o!d  iMiiii.  Thi»  mnde  it  profitable  to  sell  before 
tbe  prcraium  Htuppenrvd,  as  the  currency  obtained  for  Ibe  bond*  *ru 
rcctiitiojj  in  vnhic  o»  it  npprottclK.t1  parity  nilh  gold. 
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of  three  per  cent,  refuiuting  bonds  as  security  for  circulstiiig 
notes.  This  limitauoa  on  Uie  cUs$  of  bonds  was  occoai* 
panied  by  a  drastic  provision  repealing  the  authority  to 
reduce  circulation  mid  withdraw  bonds.  The  banks  gen- 
erally preferred  to  retain  the  existinj;  1x)ndF<,  paying  higher 
rates  of  interest,  e\'en  wJtli  the  loss  of  circulation,  tliau  to 
submit  to  such  a  mea^iurc,  and  141  banks  hastciKd  to  deposit 
$18,764,454  in  lawful  money  for  the  retirement  of  their  notes 
and  the  withdrawal  of  their  bonds  in  anticipation  of  the 
enactment  of  the  bill.  The  measure  was  vetoed  by  President 
Hayes,  but  the  result  upon  the  secured  circulation  M-ae  to 
reduce  it  from  $322,654,721  on  Februarj-  i,  1881,  to  ?305,- 
587.203  on  March  t,  iSSi.  Many  of  the  bonds  were  de- 
posited again  after  the  adjournment  of  Congrcis  and  tlie 
drculalion  increased  to  S33a.398.9ai  on  Janunrj-  i,  18S1. 
A  gradual  decline,  whose  results  may  be  obsen*ed  in  the 
following  table,  marked  the  history  of  tlie  secured  circulatiou 
from  1882  to  1892  : 


lAMUlU*   ItT. 

AnHOkUID  CArlTAL 

c  lacvutMM  «acm«a 

T7TAL  ><nM  U«T- 

STQOt- 

n-BDHIM. 

SIAHUIKIi. 

iSTJ 

»t57.T5l.5Si 

8)44.581.813 

to47.066.89a 

»974 

499.003,401 

548.6)4,953 

350.848.236 

IB7S 

Sn3.347.90l 

3<a.333.i)37 

354,u8,25ij 

1976 

5li,IS5,86s 

3^.484.539 

346.479.756 

i9n 

501.3911,171 

30a.oao.149 

3iI.S9S.606 

187ft 

485.SS7.771 

309,890.415 

331.673,505 

1879 

4;  1.60(1. 996 

313.318.189 

333.791 .674 

tSSo 

J<'i.J»7.SiS 

3i«.77J.6)>) 

341,357.336 

iSSi 

467,0 ,11)  .084 

312.63).  101 

3*4.JS5.ao3 

188* 

47".oi8.'3S 

3;i.3?*-'»" 

314,^86,  ISO 

369,411,988 

1883 

49».<>7«,6j5 

^9.651,169 

350.483,898 

1884 

518,031.135 

3'o.qM.3«« 

i8Ss 

$99,910,165 

a:4.4«».J48 

399.'S8.6»3 

1886 

5M.37S.165 

3I7.443.4S4 

1887 
18U 

SSS.B'iS.if'S 

loj. 316,106 

siAtt'.qSi 

368.398,878 

584.710.915 

165,205.724 

1889 

SQ8.1M.o65 

1 46.371.  S88 

333.660,037 

189a 

6«3.7fl  1.36s 

IJ7.74».4*o 

197.a30.405 

1891 

«65.a*7.86S 

1 15.660,  ]6t 

177.18;.  846 

189* 

M$.  769. 965 

140.084,103 
ijo.  596.631 

*  73.07*. 5^! 

189) 

6)i.i4».«»S 

174. 104.434 

iBot 

&)J.3S3.if'; 

i8S->'M.J<i 

2n8.c]8,S44 

180J 

670.9u6.3'>S 

17A.G6T.466 

«06.sij.ft53 

1896 

£64.07^,915 

190.616. 160 

ai  3.617.831 
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h  is  obvious  that  a  currency  system  'whoae  permanetit 
arculiiUoii  wa.s  reduced  to  $135,000,000  for  a  population  of 
63,000,000,  had  ceased  to  sen'c  one  of  tlic  chief  purposes  for 
which  it  was  crented.  The  causes  arc  to  be  found  in  the 
rapid  payment  of  the  national  debt,  which  reduced  the  pos- 
sible basis  for  circulation  ;  the  high  price  of  bonds,  which 
reduced  the  profit  on  circulation  :  and  the  steady  stream 
of  Sliver  money  which  was  pumped  into  the  motictary  sys- 
tetn  uttdc-r  the  laws  of  1878  and  1890,  crowding  out  otlier 
forran  of  curreiic)-.  Hostility  to  the  national  banks,  though 
firequenily  expressed  in  the  southern  and  weslem  parts  of 
the  country,  was  a  result  rather  than  a  cause  of  their  shrink- 
ing circulation.  There  was  filibustering  in  Congress  against 
the  bill  to  extend  their  charters,  but  the  fact  that  their  dis- 
counts and  deposits  remained  unshaken  is  the  best  proof 
tlmt  the  business  community  never  seriously  doubted  that 
the  system  would  survive.  Tlie  original  law  gave  the  banks 
corporate  powers  for  twenty  years  and  the  new  bill  proposed 
their  continuance  for  another  twenty  years.  Mr.  Crapo,  of 
Massachusetts,  who  was  in  charge  of  the  bill  in  the  House, 
failed  twice  to  secure  consideration,  because  under  the  rules 
it  required  a  two-thirds  vote,  but  he  obtained  the  necessarj- 
votes  on  May  i,  1882,  and  the  bill  passed  the  House  on 
May  17th,  by  a  vole  of  125  to  67.  It  passed  the  Senate  with - 
amendments  ou  June  22d  and  became  law  on  July  12th. 

The  essential  cause  of  diminishing  circulation  was  Snnn* 
cial  rather  than  political  and  was  chiefly  found  in  the  grow- 
ing wealth  and  creilit  of  the  country.  The  bonded  debt  of 
the  United  Stales  shrivelled  from  $i/>39, 567,750  on  June  30, 
1881,  toS6io,5J9,i20  ou  June  30,  1891,  and  the  result  was 
the  wiping  out  of  two  large  bond  issues  and  almost  the 
extinction  of  a  third.  The  national  banks,  which  had 
$360,488,400  in  bonds  on  deposit  to  secure  circulation  at  the 
earlier  date,  had  only  31142,508,900  on  deposit  at  the  later 
date,  although  the  proportion  to  the  whole  remained  .ilmast 
exactly  the  .same.  The  price  of  bonds,  assecure  gold  invest- 
ments, rose  to  such  a  point  that  their  invcstnient  value  fell 
&r  bclovr  three  per  cent.,  and  their  price  was  ciihauced  by 
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the  large  purchases  by  the  govcmmcnt  in  advance  of  matu- 
rity made  necessary  by  the  eiiornious  siiiplus  acciiinuUtJiig 
iu  the  Treasury.  These  purchases  of  bonds  at  a  prc-tuium. 
exclusive  of  ixKlemptiotis  at  par  atmnturily,  were  $51,464,300 
for  the  fiscal  year  iSSS  ;  $120,674,450  for  the  fiscal  year  1889  ; 
$104,546,750  for  the  fiscal  year  1890;  and  $45,175,200  for 
thefiscal  year  1891.  after  which  pnrchasesceased.  The  high- 
est average  price  paid  by  the  go\"cniinctit  for  four  per  cent, 
t»nds  was  138.66  in  i88g,  when  $38, 106,400  were  purchased. 
The  1awe>it  average  price  was  134.23  in  iSgt,  two  yean 
nearer  maturity,  wheu  142,641.250  werepurchased. '  These 
bonds  remained,  after  the  maturity  of  the  four  and  a  half 
percent,  loan  in  iS^i.  the  chief  tiuurce  of  security  for  national 
hank-note  circulation,  and  their  price,  including  the  premium, 
could  be  more  profitably  loaned  in  many  ca^s  in  tlie  open 
market  than  by  obtaining  ninety  per  cent,  of  the  jar  valoe 
of  the  bonds  in  circulating  notes. '  Tlie  clamor  of  dema- 
gognes  against  the  "  double  interest "  derived  from  tbe 
circulating  notes  and  the  iuteresi  ou  the  bonds  was  less 
clociucnt  of  the  facts  than  the  steady  withdrawal  of  bonds 
because  circulation  had  ceased  to  be  profitable.  The  increase 
in  circulation  since  1891  has  been  due  to  the  fall  in  the 
premium  on  the  bonds  as  they  have  approached  mntiirity 
aud  to  special  causes,  referred  to  elsewhere,  connected  with 
the  crisis  of  1893  and  the  bond  issues  of  1894,  [895  and 
1896. 

The  effect  of  the  increi».«e  of  the  silver  circulation  under 
the  Bland-Allison  Act  of  1S7S  and  the  Sherman  compromise 
Act  of  1S90.  in  driving  bank-notes  out  of  existence  can  only 
be  roughly  estimated.     It  was  probably  much  less  potent 

*  TliMc  lixutes  ore  tnkea  from  a  cofmnanicatkni  of  Sccretar;  Cnr- 
tiile  tothe  S«naie,  Sept.  i£,  189.V  in  response  to  a  reMlntion  of  that 
bodv.-Scn.  V.^.  Doc.  18,  I'iny-lliird  CoogrcH.  int  Scss. 

*  Tbe  recoiumeiiilaiion  was  trvcinl  ilmr«  tit;irU-  liy  tlic  Coniplrollrr 
of  tb«  Cnirency.  and  cnitMxlittl  in  IHIl*  intro(lucc<)  iu  C^ngreM,  iiA«r 
tiK  mumption  of  Bpccir  jmrnDMit*.  tlint  the  batiks  bf  BOllioriMd  to 
iMue  ciieolatioa  to  the  Toce  value  oT  tUc  bonds  deposited  u  seenrity, 
insteml  of  ninety  per  ccat.  of  Uiat  value ;  but  00  tocti  nteoMtre  ever 
became  Uw. 
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iTian  the  ri.se  in  tlie  price  of  Iwnds,  nnd  hud  more  effect  in 
expelling  gold  than  bank-notes  I'mm  tlic  circulation.  The 
Bland  Act,  which  wa.s  passed  o\'er  the  veto  of  President 
Hayes  on  Febniaiy  28,  1878,  authorized  the  SecT«tar>'  of 
the  Treasury  to  purchase  not  less  than  $3,cx}o,ooo  nor  more 
than  $4,000,000  worth  of  rilver  monthly  and  coin  it  into 
standard  silver  dollnni  of  412.^^  grains  each,  nine-tenths 
fine.  Evcrj-  Secretary  of  the  Treasury  confined  hts  purchases 
closely  to  the  tniuimum  and  the  aggregate  purchases,  until 
the  act  was  superseded  by  the  Act  of  1H90,  weie  791,273,019 
Sue  ounces,  at  a  coeit  of  $3o8,37(},36i .  which  was  coined  into 
378,166,793  standard  silver  dollar*.  The  Actof  1S90.  which 
was  approved  by  President  Harrison  on  July  i4lh,  took  effect 
thirty  days  after  its  passage  and  provided  for  the  niontlily 
purchase  by  the  Secretary  of  the  Treasury  of  four  and  a 
half  milliou  ounces  of  silver  bullion  at  the  market  price, 
and  the  issue  of  Treasury  uotcs  "  redeemable  on  demand  En 
coin."  in  payment  for  the  bullion.  The  purch.ises  imder 
this  act  were  168.674,682  fine  ounce*  of  silver  at  a  cost  of 
$155,931,002.  These  two  measures  added  to  the  circula- 
tion, therefore,  ?334.o97-"95  in  currency  secured  by  silver, 
although  the  notes  issued  under  the  Act  of  1890  are  redeemed 
in  gold,  and  have  been  treated  in  most  respects  by  the  gov- 
ernment upon  the  .same  footing  as  other  United  Statas  legal 
tender  notes.  The  p^o^■i&loa  of  the  Act  of  1S90  anlhoiizing 
purchases  of  silver  bullion  was  reiwaled  on  November  i,  1893, 
but  the  portion  repealing  the  Act  of  1878  was  left  in  force. 
so  that  all  purcho-scs  of  silver  ceased  on  that  date.  The 
currency  in  circulation  outride  the  Treasury  on  that  date 
was  $1,718,544,682,  of  which  $498,121,679  was  stated  to  be 
in  gold  coin,  $78,889,309  in  gold  certificates,  $472,710,610 
in  the  two  forms  of  legal  tender  notes,  $384,443,050  in  silver 
«nd  silver  certificates,  and  only  $197,745,227  in  national 
bank-notes.  The  bank-notes  formed  less  than  onc-cighttt 
of  the  circulation,  and  the  $11,566,766  in  the  Tre-i-sury 
formed  a  much  smaller  proportion  of  the  money  there  held. 
The  redemption  system  established  by  the  national  bank- 
ing act  of  June  3,  1864.  provided  for  redemption  in  lawful 
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money  of  Hie  United  Stales  al  the  office  of  Uie  issuing  bank 
and  at  some  dcjiignatcd  bank  in  a  reserve  city.  Tbc  banks 
of  the  resen-e  cities  were  recjuired  to  have  a  redemption  agent 
in  Xew  York.  The  fact  tliat  the  notes  could  ht  redeemed 
only  in  goveromeiil  paper  mooey.  which  was  of  no  greater 
value  than  the  uotc:^,  prcvcutcd  any  general  movement  for 
redemption  niid  gratiusiliy  filletl  the  channels  of  circiilnlion 
with  worn  and  mutilated  currency.  The  notes  of  tlic  banks 
distant  from  the  reserve  cities  drifted  only  slowly  into  the 
redemption  agencies  and  they  were  rarely  sent  at  the  expense 
of  the  bank  which  received  them  to  the  issuing  hank  for 
redemption.  Several  propositions  were  made  to  enforce 
prompt  redemption,  but  nothing  was  enacted  into  law  until 
1874.  The  batiks  were  required  by  an  act  of  that  )-ear  to 
pay  into  the  Treasury  of  the  United  Stales  a  fund  equal  to 
five  per  cent,  of  their  circulation,  which  was  to  be  constantly 
kept  good,  for  the  redemption  of  mutilated  notes.  Mutiluled 
notes  received  by  any  of  the  banks  or  the  sub-Treasuries 
were  to  be  sent  to  Washington  for  redemption  and  ihe 
expenses  of  the  entire  redemption  agencj-  and  of  the  trans- 
portation of  the  noiei  were  charged  against  tlie  hanks  and 
then  taken  from  the  five  per  cent.  fund. 

Redemptions  under  the  iww  sj-stem  have  been  sufficiently 
rapid  to  withdraw  notes  which  are  badly  worn,  hut  have  not 
been  rapid  enough  lo  give  elasticity  to  the  volume  of  the 
currency.  Where  redemptions  under  the  Suffolk  system, 
with  a  circulation  of  240,000,000,  were  ^cx).ooo,ooo  per  year, 
redemptions  under  the  national  system  ha\*e  never  beeu 
higher  than  $242,885,375  witli  a  maximum  circulation  of 
$355,448,578,  and  have  averaged  less  in  recent  years  thaa 
$100,000,000  with  a  circutatiun  in  the  neighborhood  of  $30o,- 
000,000.  The  aggregate  redemptions  of  ualional  bank-notes 
for  the  tweuty-one  years  ending  June  jo,  1895.  were  $3,435,- 
706,768,  The  annual  redemptions  under  the  Suffolk  sj-stem. 
thercfiwc,  went  leu  times  the  circulation,  while  those  under 
the  national  system  have  been  Jess  than  one-half  of  the 
circulation.  The  economy  of  management  was  greatly  tn 
bvor  of  the  Suffolk  system.     The  charges  for  twenty-one 
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years  under  the  uatioiial  system  were  J3.660,  no,  or  nn 
average  of  abuut  ^175,000  per  yenr.  The  charge  has  \xxxx 
reduced  in  recent  years,  in  more  rapid  proporttou  tliau  tlie 
reduction  of  the  circulation.  &o  that  the  rate  is  now  below 
this  average.  The  cost,  however,  under  the  SufToIk  system 
was  about  teti  cents  per  $1000,  while  under  the  national 
system  the  lowest  rate  (in  1895)  was  about  ninety-two  cents 
per  $1000.  This  does  not  include  the  costs  of  tranaporta- 
tiou,  which  are  charged  against  the  banks. 

The  original  banking  act  authorized  the  ComptTDller  of 
the  Currency  to  appoint  suitable  persons  to  make  examina- 
tions of  the  affairs  of  the  hanks  at  such  times  as  the  Comp- 
troller thought  proper  and  to  make  a  full  report  to  him. 
These  officials  were  lo  be  paid  by  the  banks,  but  the  expense 
was  a  charge  levied  by  the  Comptroller,  aud  fixed  by  him, 
so  that  it  did  not  make  the  examiner  in  any  way  sutmcrv'tcnt 
to  the  bank.  Examinations  were  origiually  made  on  an 
average  of  about  once  a  year,  and  other  information  was  ob- 
tained by  the  Comptroller  from  four  reports  of  couditiou  re- 
qaircd  during  the  year,  not  at  the  end  of  each  quarter,  but 
at  such  dates  as  he  saw  fit  to  designate.  The  frequency  of 
these  reports  wis  increased  in  1870  to  five  per  year,  and  the 
examinntions  were  gradually  made  more  severe  as  defects  in 
the  existing  system  were  disclosed.  The  same  person  made 
all  the  examinations  within  a  given  district  until  the  spring 
(>f  i^3i  when  Comptroller  F.ckeU  adopted  the  plan  of  shift- 
ing the  examiners  of  adjoining  districts  from  time  to  time 
and  of  making  two  examinations  during  the  year  instead  of 
one.  The  original  purpose  of  the  .system  of  examination 
was  the  protection  of  the  government  and  of  the  stockhold- 
ers 8gain*it  palpable  frand,  and  was  not  intended  to  remit  in 
any  degree  the  vigilance  of  the  directors  of  the  banks.  The 
public  came  by  decrees  to  look  more  and  more  to  the  gov- 
ern menl  examinations  for  the  assurance  of  the  soundness  of 
the  banks,  and  the  system  has  become  one  of  the  most  im- 
portant and  characteristic  features  of  American  banking. 

The  rapid  expansion  of  the  banking  business  of  the  coun- 
try is  indicated  in  the  following  table,  showing  the  number 
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of  iiatioual  banks,  with  their  discounts  and  itidlvidual  de- 
posits at  dates  ucar  the  bc^nnitig  of  each  year  from  the 
or^nization  of  the  system  to  the  present  time  : ' 
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987.649.055 

1SS6 

3.73a 

■  .343.517.SS9 

1. Ill, 439.914 

iBSt 

a.87S 

1.470. 157.681 

■  .I6(),7t6,4i3 

iBW 

3.<^TO 

".S8S.941.484 
l,8t  1,686,^1 

i,33S.TS7.»»' 

»W9 

3. 'SO 

1.331. itt.Oi? 

■S9D 

3.3»6 

I,436,40».6a5 

1891 

3.S7J 

l.93».393.«o6 

r. 495. 095.855 

ttgt 

3.691 

3,001.033,69$ 

1,603,059.766 

1893 

3.7*4 

a.ifi6.ftiS.7SO 

1.764.456.177 

■•94 

3.787 

1.87H74.769 

1.539.390.715 

'S?l 

3.737 

1,974.693.974 

1. 695.4(9. 346 

1896 

3.7<* 

9,010,961.79] 

l.7*>.55<'.>4" 

'  Thett  fiKBTGS  are  talccn  from  the  reports  of  coodilion  calltd  for  fay 
ifae  Comptroller  aud  the  cUtu  are  those  of  Ifae  reports  ueaieit  to  the 
fint  day  of  tli«  ytAi  for  whtcti  Ihcy  arc  given.  3t«porU)  vitte  c«lled 
(or  iluriiig  lUc  cailv  (Uj^  of  Jauiuiry  up  to  1S7D,  siucc  wblcb  tiuic 
the)  have  usually  hem  calldl  for  latp  in  Dtcemhcr  or  not  until  lite 
in  rcliniary.  The  ri-poilit  for  Uececalier  of  tbc  prtccdinj;  yenrnic 
taken  in  Ibcacrucft.  astcprcsrating  moreDcaflvtliccoodition  00  JatH 
nary  Ki,  than  those  of  wveral  weeka  later.  The  earliest  of  UiMe  D^ 
cembcrrepona  vu  l>cccmber  i6lh  in  1S71,  but  moet  of  tbcui  were  for 
Xbm  ImU  l«ro  or  three  daya  of  the  moutb.  Ttie  Krowtti  of  depaitila  in 
rrcent  yean  in  State  and  Hvin^  banlu  is  abown  in  Clupcer  x:nii 
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The  si]spcnsioii  of  purchases  of  silver  bullion  and  the  issue 
of  circulating  notes  under  tlie  Slieniian  law  left  the  United 
States,  in  view  of  the  limitations  of  the  national  bank-note 
circulation,  without  any  means  of  materially  increasing 
their  currency.  The  importance  of  a  currency  system  more 
adapted  to  commercial  needs,  and  capable  of  greater  expan- 
sion in  the  South  and  Wc%t,  was  under  discussion  among 
Democratic  leaders  for  ficvcral  years  before  the  panic  of  1S93 
and  bej^an  to  assume  definite  shape  during  the  disctis.s>ion  on 
the  repeal  of  the  Sherman  law.  It  was  believed  by  many 
that  the  clamor  for  the  free  coinage  of  silver  was  largely 
stimulated  by  the  lack  of  ao  clastic  circulating  medium  in 
the  newer  sections  of  the  country  and  that  this  clnmor 
would  end,  except  in  the  small  silver-producing  States,  if 
sticli  a  medium  were  provided.  The  democratic  national 
platform,  adopted  at  Chicago,  June  21,  1892,  contained  the 
deelaration,  "  We  recommend  that  the  prohibitory  ten  per 
cent.  Ux  on  State  bank  issues  be  repealed. "  This  declara- 
tion was  not  interpreted  by  conservative  members  of  the 
party  in  the  North  as  a  declaration  for  unconditional  repeal, 
and  when  that  question  was  submitted  to  the  House  of 
Representatives  on  June  6,  1894,  it  was  rejected  by  a  vote 
of  ro2  in  the  affirmative  and  172  in  the  negative,  the  nega- 
tive vote  uicluding  74  Democrats,  uearly  all  from  the  Nortbem 
States. 

The  division  of  opinion  existing  in  the  country  on  the 
banking  problem  was  indicated  by  the  divisions  in  the 
House  Committee  on  Banking  in  the  long  session  of  the 
Fifty-third  Congress  in  the  spring  and  summer  of  1S94.. 
The  Chairman  of  the  Committee,  Mr.  Springer  of  Illiunit*. 
declared  himself  at  an  early  date  oj^Mised  to  the  uncondi- 
tional repeal  of  the  tax  on  the  cimilation  of  State  banks, 
and  when  a  vote  was  taken  in  committee  the  majority 
were  found  to  agree  with  him.  They  newr  reached  nn 
agreement  during  the  long  session  of  Congress,  however, 
upon  any  affirmative  measure.  The  Northern  Democrats 
who  appreciated  the  importanoc  of  currency  reform  presented 
a  number  of  bills  proposing  a  banking  currency*.     Mr.  John 
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De  Witl  Warner  or  New  York  was  the  most  active  upon 
this  side  and  proposed  the  remission  of  tlic  tax  on  both 
State  and  national  banks  when  they  conformed  to  certain 
prescribed  conditions.  These  conditions  involved  making 
the  notes  the  first  lien  upon  the  assets,  adequate  proriston 
for  redemption  of  notes,  a  paid-up  capital  of  not  less  than 
$50,000,  Ihe  limitation  of  the  circulatioti  to  75  percent,  of 
the  capital,  and  the  payment  of  an  assessment  for  a  guar- 
antee fund  for  the  redemption  of  tbe  notes.  A  plan  like 
this  was  the  basis  of  must  of  the  measures  for  a  banking 
currency  which  were  ofiercd  by  the  Xorthera  members,  but 
most  of  the  Southern  Democrats  felt  bmuid  to  put  themselves 
on  record  in  favor  of  unconditional  rcjical  of  tiic  leu  per 
ceuL  tax  in  order  to  pro\*c  their  sincerity  to  their  constituents. 
Tbe  result  was  the  failure  to  agree  upon  any  definite  measure. 
The  necessity  of  some  new  banking  legislntion  wasslrongly 
urged  upon  President  CIe\'cland  by  Representative  Oates  of 
Alabama  and  other  prominent  members  of  Congress  while 
the  repeal  of  the  Sherman  law  and  the  tariff  bill  were  pend- 
ing. The  President  spoke  in  an  encouraging  manner  of 
the  necessity  of  currency  reform,  but  he  refrained  from  com- 
plicatnig  the  other  issues  before  Congress  by  any  specific 
recomniendalions  until  the  lucvting  of  the  short  scxsion  on 
December  5,  1694.  The  dissatisfaction  with  the  system  of 
note  issues  authorized  by  the  national  banking  law  and  the 
belief  that  a  diSercnt  system  must  be  substituted  had  been 
steadily  growing,  and  the  adoption  of  a  new  system  was 
advocated  by  many  of  the  most  influential  bankers  of  Xew 
York  and  Boston.  A  convention  of  hankers  at  Baltimore 
on  October  18,  1894,  declared  in  favor  of  permitting  the 
issue  of  ctrcolating  notes  by  existing  national  banks  up  to 
tbe  amount  of  50  per  cent,  of  their  poid-up  cnpital,  secured 
by  general  assets  and  by  a  guarantee  fun<.l  deposited  by  the 
banks  with  the  United  States  Treasurer.  This  guarantee 
fund  was  to  be  paid  into  the  Treasury  to  the  amount  uf  two 
per  cent,  of  tbe  circulation  of  the  bonks  the  first  year  and 
thereafter  at  the  raleof  one-half  of  one  percent,  per  yenrnntil 
the  entire  amount  was  five  percent,  of  the  outstanding  drctda- 
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tion,  and  the  government  was  to  have  a  first  lien  upon  all  the 
assets  of  a  failed  bank,  in  order  to  ensure  the  redemptioa  of 
the  notes  to  the  hoI<Iers.  An  emergcnc>-  circulation  was  also 
authorized  to  the  amount  of  25  per  cent,  of  the  capital,  sub- 
ject to  a  heavy  tax  apon  the  average  amount  outstanding  for 
the  year.  The  exact  rate  of  this  "heavy  tax"  was  not 
specified,  but  its  purpose  was  to  compel  the  retirement  of  the 
*■  emergeac}'  circulation"  when  the  demand  for  money  was 
not  acute  enough  to  justify  a  high  rate  of  interest.' 

Maui le»lut ions  like  these  paved  the  way  for  the  formal 
presentation  of  the  subject  to  Congress  in  the  message  of 
President  Cleveland  and  the  annual  report  of  Secretary 
Carlisle.  The  President  urged  in  emphatic  language  the 
necessity  of  radical  currency  reform,  hut  he  left  the  exposi- 
tion of  the  details  to  his  minister  of  finance.  The  need  of 
action  was  emphasized  by  the  large  exports  of  gold  and  the 
continuous  pressure  of  the  redundant  paper  curreticj*  of  the 
govcmntcnt  upon  the  dwindling  gold  rcscr\'c.  This  rcdun- 
daucy  of  the  legal  tender  currency  had  stimulated  a  power- 
ful demand  for  its  retirement,  which  was  ably  supported  in 
New  York  by  Mr.  William  Do<lsworth  of  the  Journal  0/ 
Commerce  and  Commercial  BHlktin  and  in  Boston  by  Mr. 
Charles  C.  Jackson.*  Mr.  Carlisle  was  not  a  belie\*er  in  legal 
tender  paper  and  would  prubably  have  been  glad  to  recom- 
mend iLt  absolute  retirement  by  means  of  a  loan,  hut  out  of 
deference  to  possible  opposi  tion  to  such  radical  action  he  con- 
tented himself  with  proposing  the  locking  up  of  the  legal 
tender  notes  as  security  for  the  proposed  new  bank-note  cir- 

'  See  the  inWrcsttng  tculitnony  of  Mr.  Horace  White  befof*  HonM 
Committee  on  Dankiui::,  Dec.  1 1.  1S94,  Ho<ac  Report  1308,  3d.  ScM., 
Fifty-tbird  Coogress,  So-ioo.  5(r.  White  presented  a  bill,  on  his  own 
recpoiuibilitj-,  nuking  tb«  tax  on  emergency  circulation  fotir  per  eent., 
in  addition  to  the  otlier  taxes  required  on  circulation  in  the  first  year. 

'  Tbe  Democratic  Stale  Convrnttoa  of  UflflMchufielU.  under  the  in- 
ilncnce  of  John  1£.  Russell,  Henry  C.  Thacber,  and  Geocse  Prcd.  Wil- 
liams, adopted  a  resolution  demsDditig  "that  tbe  government  shall, 
wilb  tbe  developmetit  of  a  tanking  sj-4tem  adequate  to  the  demandi 
of  tndc,  retire  as  rapidly  as  possible  all  its  IcKal  tender  paper  money.'* 
Tbe  dciuaud  was  reiterated  la  the  Uemovrntic  State  platform  of  it>95. 
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cuUtion,  ID  mucli  the  ame  way  in  which  the  Caifdiaa 
banks  arc  required  to  bold  forty  per  c«nt  of  their  dmUa- 
tioa  in  DomioJoa  notes.  Mr.  Carlisle's  propontioas  fior 
currency  re&irm  may  be  Bammarized  in  thcti  impocttnt 
jcatures  as  ft^tows : 

I.  Repeal  all  laws  nqniring,  or  anthormng,  the  deposit 
of  United  States  bonds  as  secnrity  for  ctrcnlaCioa. 

&  Permit  national  banks  to  iitsue  notes  to  an  amomit  not 
exceeding  seventy-Jix-e  per  centum  of  their  paid-npand  tm- 
impaired  capital,  bat  require  each  bank  before  receivtiig 
notes  to  deposit  a  gnarantce  fund  consisting  of  United  Stales 
legal  tender  notes,  including  Treasur>'  notes  of  1890,  to  the 
amount  of  thirty  per  centum  upon  the  circuIatinK  notes 
applied  for.     .    .    . 

3.  Retain  the  protHsion  of  the  law  malcing  stodcboldeis 
individually  liable,  and  prm'ide  that  the  circulating  notes 
shall  constitute  a  first  lien  upon  all  a.sscts  of  the  bank. 

4.  No  national  bsmk-notc  to  be  of  U-ss  denomination  than 
ten  dollars,  and  all  notes  of  the  same  denomination  to  be 
uniform  in  design  ;  but  banks  desiring  to  r«leem  tbeir  notes 
in  gold  may  haw  them  made  payable  in  that  coin. 

5i  Require  each  national  banking  association  to  redeem  Us 
ootes  at  its  own  office,  or  at  its  own  office  and  at  agencies  to 
be  designated  by  it. 

6.  Provide  a  safety  fund  by  taxatioo  upon  the  banks  for 
the  immediate  redemption  of  the  circulating  notes  of  failed 
banks  and  reqnire  the  legal  tender  guaiantee  fund  of  a  fiuled 
bank  to  be  paid  into  the  safety  fund.  The  safety  fund  may 
be  invested  la  outstanding  United  States  boods  having  the 
longest  time  to  run,  the  bonds  and  the  interest  upon  them  to 
be  held  as  part  of  tlie  fund  and  sold  when  necessary  lo 
redeem  notes  of  failed  banks. 

7.  Repeal  all  prmisions  of  the  law  requiring  banks  to  keep 
a  rc-Unx  on  account  of  deposits. 

8.  The  Secretar>*  of  Ihc  Treasury  may,  in  hia  discretion, 
use  any  surplus  revenue  of  the  United  States  in  the  redemp- 
tion and  retirement  of  United  States  legal  tender  notes,  but 
such  redcmptioos  shall  not  in  the  aggregate  exceed  on 
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emoaut  equal  to  seventy  per  cent,  of  the  additional  circula- 
tion taken  out  by  national  and  State  banks. 

9.  Suspend  the  ten  per  cent,  tax  on  tlie  circulation  of 
banks  duly  organized  under  the  laws  of  auy  Stale,  transact- 
ing no  olher  lliau  a  banking  business,  and  complying  with 
the  second  and  third  provisious  just  aamed  and  promptly 
redeeming  their  notes  at  the  principal  offices  and  branches. 
The  guarantee  fund  in  United  States  legal  lender  notes 
was  to  be  permitted  to  be  kept  by  tlic  State  banks  in  their 
own  custody,  but  must  at  all  times  equal  thirty  per  cent,  of 
the  outstanding  circtilation.* 

These  propositions,  embodying  the  essential  principles  of 
an  elastic  banking  currency,  were  cordially  approved  by 
many  bankers  and  financial  journals,  but  the  presentation 
of  a  bill  to  carr>*  tbem  out,  prepared  bj-  Mr,  Carlisle,  led  to 
au  acriinouious  discussion  in  which  party  politics  were 
largely  invoh*ed,  and  in  which  the  merits  of  the  general 
scope  of  the  plait  were  so  much  ohscureil  by  criticism  of 
details  that  many  bankers  who  were  not  opposed  to  a  bank- 
ing currency  became  hostile  to  any  immediate  legislation  on 
tlic  subject.  Mr.  CarliMe  himwl  f  ajjjwared  before  the  bank- 
ing committee  in  support  of  his  bill  and  the  otiicr  witnesses 
who  appeared  for  or  against  the  measure  included  some  of 
the  most  eminent  bankent  of  the  country.  The  Committee 
on  Banking  closed  the  hearings  on  December  15,  1S94.  and 
voted  on  that  day  to  report  Mr.  Carlisle's  bill  to  the  House, 
with  some  amendments.  The  Republican  members  did  not 
concur  in  reporting  Ilie  bill  or  in  closing  the  hearings  so 
promptly.  Several  of  the  Democrats  also  were  opposed  to 
details  of  the  measure,  but  were  willing^  to  have  it  reported 
for  consideration.  It  was  contended  by  Mr,  Sperry  of  Con- 
necticut and  other  members  that  the  bill  did  not  meet  the 
most  pressing  financial  necessity  of  the  hour,  which  was  the 
retirement  of  legal  tender  notes  and  provision  for  llie  pro- 

'  MuM  of  th»e  p»|><»itiau-i  iirc  tiuulcd  verbatim  frooi  lb«  aunual 
M-poft  of  tlie  Scctrlnry  of  liiv  Tti-nstiry  10  Coni{TCiM{|i().  Uxvi-viii). 
but  It  Las  been  aeccsMty  tootnit  subaiJiiLrj  fcutures  anil  Ovtails  wfaicU 
arc  the  nitunil  complement  of  the  [iriDciple»  laid  down. 
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tcction  of  the  gold  reserve.  Mr.  Spcrry  and  Mr.  Warner  of 
New  York  united  in  a  request,  at  the  meeting  of  democratic 
members  of  the  committee  on  December  zoih,  tliat  provision 
be  made  for  the  continuaoce  of  the  existiug  system  of  note 
circulation,  in  order  not  to  compel  too  sudden  a  triuaition  to 
the  new  system,  and  that  the  prm-ision  imposing  unlimited 
liability  upon  the  banks  for  the  redemption  of  the  notes  of 
failed  banks  be  modified.  Bolli  of  these  changes  were 
accepted  by  the  majority. 

Chairman  Springer  of  the  Committee  on  Banking  intro- 
duced a  substitute  for  the  original  bill  on  December  aist, 
embodying  the  various  amendments  which  had  the  consent 
of  Secretary  Carlisle.  A  caucus  of  democratic  nicnjbers  of 
the  UouBC  was  held  on  January  7,  18^5.  and  it  was  voted, 
81  to  59,  to  proceed  with  the  consideration  of  the  bill  in  the 
House.  This  vote  was  not  encouraging  to  the  advocate;!  of 
a  banking  currcnc>-,  because  it  was  knonx  that  the  Repub- 
licans would  oppose  the  bill  and  that  the>*  would  constitute, 
with  the  minority  of  Democratic  members,  a  majority  of  the 
Motise.  It  xvas  found  that  the  extreme  silver  men  would 
not  support  the  bill  and  they  cast  a  vote  of  54  B^ainst  64  in 
the  catKus  for  a  substitute  measure,  offered  bj-  Mr.  Ten^-  of 
Arkansas,  to  authorise  the  Treasury  to  isjfue  notes  upon 
silver  bullion  depcsited  b\'  the  various  Slates.  Some  of  tlie 
more  moderate  silver  men  were  willing  to  abide  by  the 
decision  of  the  majority  of  the  parly,  but  their  votes  were 
offset  by  those  of  Kasteni  members  who  did  not  conrider 
the  committee  bill  sufficiently  guarded  in  its  provisions. 
The  belief  that  the  bill  could  not  pass  the  Hoase  wa-*  verified 
when  the  vote  was  taken  on  January  9th  on  the  question  of 
consideration.  The  affinuntive  vote  was  132  and  tlie  nega- 
tive vote  was  tag.  This  margin  might  have  been  overcome 
if  all  those  voting  for  consideration  could  have  been  trusted 
to  support  the  bill,  but  it  was  well  known  that  a  considerabk 
number  of  theui  would  uot  vote  for  the  measure  on  lis 
passage.  Some  further  efforts  were  made  among  members 
of  Cou^resd  to  secure  an  agreement  on  a  banking  measiue. 
but  they  were  not  successful.     The  subject  of  maintotniag 
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tbe  govemment  gold  reserve  became  more  pressing  than 
that  of  banking  reform,  during  the  brief  pericxl  remainiu); 
before  the  temiinatiou  of  the  session  of  Congress  on  March 
4.  1S95.  and  was  the  subject  of  the  WUs  subsequently 
reported  by  the  Baukiug  Committee. 

The  Fifty-fourth  Congress,  wliich  met  on  December  2, 
1895,  contnined  mnjorities  politically  hostile  to  the  adniinis- 
tratioti  of  President  Cle\<'cland.  This  fact  and  the  continued 
danger  of  the  gold  reserve  led  the  President  in  hia  message, 
and  the  Secretary  in  his  snniial  report,  to  make  the  sul>ject 
of  the  maintenance  of  the  gold  reserve  paramount  to  sugges- 
tions of  radical  changes  in  the  banking  laws.  Secretary 
Carlisle  fitmpty  renewed  the  tccommcndations,  repeatedly 
made  in  former  years  by  the  Comptroller  of  the  Currencj*, 
that  the  banks  he  given  greater  freedom  of  note  issae  by 
permisiiion  to  i^sue  circulation  to  the  par  \'alue  of  the  bonds 
deposited  as  security,  and  that  the  tax  on  circulation  be  re- 
duced from  one-half  to  one-quarter  of  one  percent,  annually. 
He  pointed  out  that  until  1883  there  was  a  lax  upon  the 
capital  and  deposits  of  national  banks,  as  well  as  a  tax  upon 
their  circulation,  and  that  from  all  the^  sources  the  govern- 
ment received  tip  to  the  close  of  the  fiscal  year  1S95  the  sum 
of  ^146,902,962.  From  the  lax  on  circulation  alone  the 
receipts  amounted  to  $78,107,006,  while  the  total  estimated 
expeu»es  of  supervision,  including  salaries  of  officials,  had 
been  only  815,636,976.  The  average  annual  cost  of  supcr- 
^•isiOT1,  declared  the  Secrelarj',  "  has  been  $473,848,  while  a 
tax  of  one-fourth  of  one  per  cent,  on  the  ai'crnge  annual 
circulation  would  have  yielded  S68o.z(>4,"  The  Secretary 
also  stated  that  "  The  gain  to  the  govcrnmcuton  account  of 
national  bank-ttotes  lost  or  destroyed,  and  which  are  con- 
sequently, never  prcBented  for  redemption,  is  estimated  to  he 
two-fiAhs  of  oue  per  cent,  upon  the  total  amount  issued,  and 
has,    according  to  this  estimate,  amounted  to  the  sum  of 

'  The  ntuount  of  {Mper  currenrjr  lo«t  or  destroyed  and  never  pee* 
scDted  Tor  rcdemptien  is  mitch  stnsller  lli.io  i*  [lopalarty  helir\'ed. 
Ko  exact  liKures  bare  em  been  oklained,  bvcutuc  notes  of  the  oldcflt 
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Two  iniportaQt  changes  suggested  bj*  Secretary  Cariisle 
were  tbe  transfer  (^  ihe  current  redemption  of  national  bank- 
notes from  the  United  States  Treasury  to  agencies  cstab- 
Hslied  by  tbe  bank»  and  designated  by  llie  Comptroller  of 
the  Currency,  as  was  the  case  prior  to  the  Act  of  June  to, 
1874,  and  tliot  national  bnnks  t>e  permitted  to  establi^fa 
branches  for  the  transaction  of  all  kinds  of  business  irxcept 
the  issue  of  notes.  The  Secretar>*  suggested  as  an  alterna- 
tive plan,  in  case  the  redemption  agency  at  Washington  was 
continued,  that  the  banks  tie  re<[uire<I  to  niaiiitiiin  their  6ve 
per  cent,  redemption  fund  in  gold  cuiu  and  to  deposit  gold 
coin  for  the  withdrawal  of  bonds  whenever  circulation  was 
to  be  permanently  surrendered  or  reduc^.  This  suggestion 
was  a  part  of  the  policy  of  withdrawing  the  legal  tender 
notes  of  the  government  recommended  by  the  Presidetit  aud 
Secretary,  and  was  for  the  purpose  of  supplying  the  Treasury 
with  a  proper  medium  for  the  redemption  of  batik-notcs  after 
the  retirement  of  the  govemmeut  notes.    The  establishment 


Iwtiea  «re  ocenslonolly  received  for  redemptloii,  kbA  rren  an  apptQii- 

tnat«  nticnatc  cnit  be  made  only  npoa  issttc*  of  iti*uy  yettn  •Isadins. 
No  calculatioa  boMnl  upon  sucb  iwui-s  Ims  sliown  n  laix^''  BTenffc 
low,  except  upon  llic  small  fractioniil  nirrcncv,  tlinn  one  percent. 
■od  Sorretury  Carlisle's  estimate  of  two-Gftbi  of  one  per  c«aL  i> 
probably  not  too  ftmntl.  Tlie  percenlotce  applies,  bowcvcr,  to  ibe 
entire  i*stiedi  rather  than  lo  tfac  net  Amount  in  circulotlot)  at  any  on« 
lime.  The  entire  iaanes  of  United  Sutes  i)otr»  ii|)  to  tlic  rloac  of  tbe 
fvKaX  yesr  18915  were  fi,  735 ,981,808,  anil  two-liftlu  of  one  per  cenL  of 
Ibift  nmoant  would  be  nbout  f  io,ooo,o<».  Tlic  total  '\'»vk»  of  nutiookl 
tMnk'Dotn  to  Octoltcr  }i.  i8qs>  ^^tre  1 1. 906.9 iS. 995,  uid  tbe  propor- 
tion of  ertimntml  1n«M  wotilil  )»esbonlf7,;'xi,<xNi.  Tbis  loM,  bowever, 
will  not  be  rcaltcctl  until  all  tLc  recent  baues  bavc  been  many  jran 
ooUtandinx.  whtcb  acconnti  for  tbc  variation  from  tbe  eMimate  of 
Ur.  Carlisle.  One  of  tbe  proofrof  the  small  percentage  «flo«sapoa 
paper  cunency  is  funmhcd  by  tbe  old  demand  notes,  of  wbkh 
^6aojciiooo  were  U«nc<l  and  only  ^4,H47,  at  Icaa  Hunt  one-tenth  of 
one  per  cent.,  were  ual«tAudii)x  on  June  yy,  1895.  TIie»e  iiD(e»,  how- 
CTer,  haviDK  been  receivnl  for  r^itomi  in  common  with  gold,  ilid  not 
remaia  to  long  in  dreulation  na  some  ether  fonnf  of  paper  curreney. 
Of  ^  and  %%  notes  in  circalotiou  lu  Cnnaila  on  June  ^,  i87>i  1cm  than 
one  i>cr  ecuL  were  outatamllni;  In  1 S94.— Brecl(eurlil||e,  3^7. 
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of  branches  by  the  national  banks  was  cordially  approved  by 
Ihc  President. 

Comptroller  Eckels  followed  the  President  and  Secretary 
of  the  Treasury  in  abstaining  from  rccnnmifiidinK  a  new 
basis  for  the  iiisne  of  bank-note:^,  but  he  i:Kiicatt.-d  bis  belief 
ill  the  p<dicy  of  an  elastic  banking  currency  in  the  fcdlowiiig 
termK : ' 

The  DdTnnUige  accrning  to  the  Govemmeitl  iiy  IkcBubsthuttan  oTs 
bank-uotc  for  a  Treuury-notecurtenc;  wooldbc  imnMamrablygrect, 
Thcue<^of  DiaiutaiuinKaKol<lre«er\'cturacct  tbc  rccmriag  ilcmantl 
obligstioBS,  now  never  retired,  woulil,  tvilhin  n  mitotiAM«  (itnv,  be 
obriiitctl,  uod,  ilcUvercd  I'rDin  tbis  vcxalions  auil  vxjicusivc  iliniciilty, 
the  Treasury  DepsrtmeDt  could  relnm  to  its  k-tntini»tc  function  of 
collertfng  lh«  nM.-cnDe«  of  t!ie  Goveraraetit  needful  to  taeet  gorem- 
niental  expenses  and  disbnishig  tlic  same. 

WitlittiervlicfgaintMltoil  tbroojjli  tlii- removal  of  thistmrclen  would 
couie  a  greater  one  to  llic  business  inlctests  of  tlie  iudiviilual  citizcu, 
whoK-cvcTjr  operation  would  no  longer  be  harassed  bj^tlic  uncertainty 
Bpringisg  froni  a  fear  Uiat  either  tu  the  preseiil  or  the  future  the  enr- 
rcucyobhgationsuowrorccdbyliisCovcruuicuttliroHgbtlieproTiaionii 
of  an  inflexible  law  into  the  ai-euuei  of  Unde  nnd  couimerre  majr  be 
discredited  anddiiihonored.  Tbc  relcgalingofnole  issuing;  entirely  to 
tbe  butika  would  give  a  better gw^s alec  of  mcctitigihc  varying  wanl-s 
of  trade,  which  is  iinpoooitile  with  a  legal  uiuuilutc  ikcn-cing  mt 
amount  of  Trcomty  i»«u<«  of  tio  greater  aud  no  U'»  %-oliiu)e  at  one 
season  of  the  yenr  than  anolher,  whether  or  no  there  be  n  coireapond- 
ing  increase  or  lesteuiug  of  (he  demand  for  cnrreDcy  to  transact  tbe 
business  in  band. 

'Coiii]rtrolIei's  Report,  1895.  ij. 


CHAPTER  XVt. 

TUX   CANADIAN   BANKING   SVSTBH- 

Its  Origin  Bod  Growth — Peandatioii  of  the  Bank  of  3JoBlre«] — The 
Union  of  the  CAawliau  Provincn  mil  the  Oomin  ion— Dan  king 
ReronnK  in  1870,  iSSo;,  8d<I  1S90— The  Effect  npon  the  Security 
of  Note  luues  «nd  the  Small  Losses  bjr  Failure — Recent  Sn>> 
pcnaioBs. 


THE  Canadian  blinking  Inws  now  in  force  represent  nn 
almost  steady  growth  from  companilivcly  crude  con- 
ditions to  a  perfected  scientific  system.  Founded 
originally  upon  Scotch  niwlels,  the  Canadian  banks  enjoyed 
at  6rst  tin  freedom  from  even  the  police  supenHsion  of  the 
govennDcnt  which  naturally  arose  from  tlie  fact  that  they 
framed  their  own  charters.  Canadian  hanking  was  not 
exempt  from  the  ri^ks  and  difficulties  of  the  other  in&titu- 
tions  of  a  new  and  growing  country-,  and  defects  in  the  secur- 
ity of  the  note  issues  and  the  protection  of  deposits  were 
gradually  remedied  as  they  were  disclosed  by  cxpericucc. 
The  development  of  the  Canadiau  sy&tcui,  however,  lias 
been  natural  and  symmetrical  and  most  of  the  changes  in 
the  Liw  haw  h.id  the  approval  of  the  leading  Uinkers.  At- 
tempts Iiave  been  several  times  made  to  substitute  a  govem- 
incitt  cuncucy  or  a  specially  »ctued  circulation  for  llic 
elastic  medium  provided  by  the  banks,  but  these  attempts 
liave  not  been  sufBcitnitly  successful  to  de.<>tro>'  the  cs&entiol 
advantages  of  the  Canadian  banking  s)-stem.  They  Iiave 
resulted  in  putting  a  considerable  vt^tmie  of  goremment 
p«per  alongside  the  bank-note  currcncj*  and  in  requiring  a 
certain  pcFoentatje  of  Uiia  paper  to  be  held  by  the  baolu  in 
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tlieir  casli  re»cn-c5,  but  they  have  not  supplanted  the  bank- 
note currency  and  are  not  likely  to  be  permitted  to,  tmless 
the  necessities  of  tlie  govemmeut  in  time  of  war  should  be- 
come  paramount  to  the  commercial  interests  of  the  country-. 
The  liistorj'  of  Canada  is  that  of  several  separate  provinces 
before  th«  umod  in  1841.  The  taovemeat  for  better  banking 
facilities  began  independently,  but  almo!it  simultaneously  in 
each  province  early  iu  the  present  centnry.  The  scarcity  of 
specie  or  of  any  other  circulating  medium  in  Lower  Canada 
was  partially  supplied  by  the  "  Array  bills  "  issued  by  the 
government  during  the  war  with  the  United  States  and  it 
was  not  until  1817  that  a  banking  company  'uas  formed.* 
Previous  attempts  to  found  a  bank  had  been  addressed  to 
the  local  legislature  of  Louver  Canada,  but  on  June  23,  1817, 
a  mcL-tiug  was  held  at  Montreal  at  which  an  association  was 
formed  with  a  capital  stock  of  ^250,000.  An  ofiSce  was 
opened  in  August  under  the  title  of  the  Bank  of  Montreal, 
without  waiting  fur  legal  authority,  and  what  afteru-ards 
became  the  strongest  institution  of  the  Dominion  was  thus 
estnblislied.  The  bank  was  simply  a  private  partnersliip, 
with  unlimited  liability  of  the  shareholders,  and  continued  .so 
until  the  passage  of  a  charter  by  the  legislature  on  March 
17,  1831.  which  was  approved  by  the  royal  government  and 
proclaimed  on  July  22,  1822. 

-  Charters  for  the  Quebec  Bank  and  the  Bank  of  Canada, 
situated  at  Montreal,  were  passed  at  the  same  session  of  the 
legislature  and  their  approval  by  ro>-al  authority  was  pro- 
claimed  on  No\'ember  30,  1822.  The  Quebec  Bank  had  been 
organized  in  a  similar  manner  to  the  Bank  of  Montreal  on 
July  9.  1S18,  with  a  capital  of  /75.000,  and  the  Bank  of 
Canada  bad  been  organized  on  August  25.  1818,  with  a  copi- 
tal  of  j^aoo.ooo.  The  charter  of  the  Bank  of  Montreal, 
whose  provisioa.s  were  followed  in  the  charters  of  the  other 
two  banks,  gave  the  institution  corporate  powers  until  June 

*  The  Simj  bins  ontatandiog  at  the  doac  of  the  war  In  lliUrch,  1815, 
-men  /'■, 249.99^  tnil  they  irere  receivable  for  jrublic  dues  and  cott- 
TcniUe  Into  govcrutncut  billt  of  excbuigc  on  Loddoti,  ftad  were  r^ 
dnccd  b;  May,  1S16,  to  £xxi,coo. 
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I,  183I,  aiid  prorided  for  the  choice  of  tliirtMii  directors, 
who  must  be  British  subjects  ami  Uo]d«rs  of  at  lenst  four 
shares  each.  The  principle  of  limited  liability  was  applied 
to  the  shareholders,  without  any  ubligatimi  bej-ood  the 
aiitouut  of  their  subscripliou  to  tlic  stock,  but  the  directors 
Were  to  be  liable  to  the  stockholders  as  well  as  to  tlie  boldets 
of  bank-notes  in  case  the  debts  of  the  corporation  should  ex- 
ceed treble  the  amount  of  the  capital  stock  actually  paid  in, 
exclusive  of  the  deposits.  The  bank  was  prohibited  from 
lending  on  land  or  mortgage,  but  might  take  such  property 
for  debt  contracted  in  the  course  of  its  legitimate  dealings. 

The  fact  tliat  the  acts  passed  by  the  pronncial  legislature 
for  the  incorporation  of  these  hanks  were  based  upon  the 
articles  of  agreement  drawn  by  the  incorporators  niad«  llit 
restrictions  trifling  which  were  impijscd  upon  the  banks. 
There  was  no  limit  npun  the  volume  of  note  issues  except 
the  general  liability  of  the  directors  for  the  aggregate  indebt- 
edness. There  was  uo  prohibition  upon  loans  upon  the 
stock  of  the  bank  or  upon  loans  to  directors.  The  (act, 
however,  that  each  bank  was  established  by  a  special  law 
aSbrdcd  some  measure  of  protection  against  indLtcriminate 
private  banking  and  there  was  a  dispositiou  from  tbc  outset 
to  adhere  closely  to  Scotch  methods.'  An  indication  of  this 
is  given  hy  the  prompt  establishment  of  branches  by  the 
Bank  of  Montreal  at  Quebec  and  by  both  the  Bank  of  Mon* 
trcal  and  the  IJank  of  Canada  at  Kiagstoo  in  the  upp«r 
pnjvitice.  The  banks  received  the  notes  of  their  competitors 
and  exchanged  tbem  and  settled  the  balances  in  spcdc  as 
ofii-n  as  once  a  week,  according  to  the  Scotch  system.  Tlie 
Bank  of  Montreal  cmjiloyed  an  agent  in  New  York  for  the 
negotiation  of  sterling  exchange  and  all  the  Canadian  banks 
of  importance  eventually  had  an  agent  or  correspcmdcnt  In 
tlic  American  metropolis. 

'  Hr.  R.  M.  Rr«clienn<l|^,  \a  his  sdmirnble  work,  Thr  Cavadiam 
BtnJung  Syitent,  ^ahXiAiKA^iy  ihK  ABicric^n  Hconoinic  AuocuUton, 
ffotu  vliicb  many  of  tliew  bets  regarding  *ai\y  Omatliaa  banking 
arc  takvn,  tlnlM  that  araoag  t-V^  oil<I  ctuirter  metaben  oT  tb«  Bank 
of  UoottTal  then  were  at  Icaat  90  Jicotcb  tiaitic& 
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The  impgrtancc  of  freedom  of  note  issues  in  dcx-eloping 
banking  in  a  new  counti)'  is  indicated  by  the  early  returns 
of  the  Canadian  banks,  in  spite  of  the  considerable  deposits 
which  they  ^vere  able  to  obtaiu.  The  total  deposits  of  the 
three  banks  of  the  lower  province  in  1*24  were  ^135,436, 
while  the  circulation  was  ^167,498;  the  depoails  iu  1825 
were /^ij 1, 637  and  the  notes  in  cireulaiiou  ^177.454;  the 
depcftits  in  i8a6  were  ^176.475  and  the  notes  jCi^^.S^i. 
The  debts  due  to  the  banks,  which  may  be  asmimed  to 
repre;«iit  chiefly  the  discounts,  were  j£j29,363  in  1834, 
^£'585,365  in  1825,  and  ;£j94,5i5  in  i8a6.  The  debts  due  the 
Montreal  Bank  in  the  latter  year  were  ^371.334-  Quebec 
Bank,  ^m.523;  and  Bank  of  Canada.  ^111.658.  The 
banks  secured  the  rcnc%val  of  their  charters  in  1S30  and  1831, 
until  June  \,  1837.  The  legislation  of  this  time  cut  off 
possible  note  issues  by  private  bankers,  by  prohibiting  notes 
payable  to  bearer  except  when  issued  by  bank:i  incorporated 
by  law  in  Ix>wcr  Canada.  The  total  amount  of  notes  in 
circulation  for  less  than  £5  was  limited  to  oiie-Sfth  the  capi- 
tal stock  of  the  Bank  of  Montreal  and  nates  for  less  than  6ve 
jihitlings  were  prohibited.  Similar  limitations  were  imposed 
npon  the  Quebec  Bank  and  the  power  was  rescr^'cd  to  the 
legislature  to  prohibit  or  limit  entirely  the  circulation  of 
notes  under  $5. 

The  Bank  of  Cfttiadn  found  its  business  falling  off  in  1835 
and  after  gradually  reducing  its  capital  stock  vrcnt  into 
liquidation  in  1831.  u|>on  the  lapse  of  the  charter.  The 
bank  did  not  fail  or  suspend  payments,  but  adopted  a  policy* 
of  paying  uncurrent  and  underweight  coiu,  which  led  the 
Bank  of  Montreal  to  refuse  its  checks  and  notes  and  caused 
the  rapid  reduction  of  deposits  until  it  became  unprofitabtc 
to  continue  business,  A  charter  was  granted  to  the  City 
Bank  of  Montreal  in  1831,  upon  the  representation  of  lead- 
ing meichants  that  the  capital  of  the  exi-tling  bank  was 
"altogether  inadet]uate  to  the  circulation  of  the  valuable 
articles  of  import  and  export  which  its  geographic  position 
natnraUy  brings  to  it,"  and  that  the  most  effectual  preven- 
tive of  the  evil  uf  monopoly  "  is  the  admission  of  reasouable 
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conipctilion,  witli  its  counteracting  influence."  Another 
Montreal  l>ank  began  bUMness  in  1835  under  the  title  of  the 
Banqtte  du  Penplt  (Bank  of  the  People;.  The  principal  part- 
ners were  Messrs.  Viger,  Dc  Witt,  and  Co.,  who  were  fully 
liable  for  the  debts  of  the  bank,  while  shares  were  issued  to 
persons  having  no  fthnrc  in  the  mnnagentcnt  and  liable  only 
for  the  amount  of  their  stock,  aL-coriliug  to  the  French 
system  of  partnership  rMflwnwwiMtoV. 

The  movcineiit  for  u  bank  in  Upper  Canada,  now  coiuli- 
tutiiig'  the  Province  of  Ontario,  assumed  definite  shape  a 
trifle  earlier  than  in  Lower  Canada,  but  the  Qrst  charter 
passed  by  the  provincial  legislature  did  not  receive  the  royal 
assent  within  the  period  provided  by  the  cliarter  to  give  it 
validity,  so  that  it  became  necessary  to  pass  a  new  charter  in 
1S19.  The  royal  government  again  delayed  action,  but  the 
Bank  of  I'pper  Canada,  situated  at  Kingston,  was  finally 
aiithorizcil  by  proclamation  of  the  royal  assent  on  April  31, 
iS2r,  more  than  a  year  before  .luch  assent  was  granted  for 
the  banks  of  Lower  Canada.  The  capital  of  the  bank  was 
originally  fired  at  /'200,ooo,  but  llil-s  was  reduced  in  1833  to 
j£  100,000.  The  general  pro%-iaions  of  the  charter  were  simi- 
lar to  those  of  the  banks  of  Lower  Canada,  but  notes  under 
five  shillings  were  forbidden  from  the  outset  and  ihe  charter 
was  to  remain  in  force  until  June  i,  184S.  The  government 
subscribed  for  2,000  shares  of  the  capital  at  a  par  value  of 
^^25,000.  A  practical  monopoly  of  note  is-sues  was  eouferred 
upon  the  bank  in  1823  by  an  act  prohibiting  banks  from 
carr}-ing  on  busincjvs  in  tlte  province,  which  did  not  redeem 
their  Dotes  in  specie  within  its  limits.  The  de\-elopment  of 
Upper  Canada  was  somewhat  more  rapid  after  the  cstablish- 
inent  of  Ihe  bank  than  before,  from  a  combination  of  cause*, 
and  the  capital  stot^  actually  paid  in  hicreased  from  ^10,- 
1540  iu  i$33  to  the  full  limit  of  ^100,000  in  1830.  The  debts 
due  by  the  bank  iacrcascd  from  /^loj.s^S  on  December  15, 
1816,  to  ,£260.557  on  Jantury  1,  iS^t,  and  the  notes  in  circu- 
Jation  increased  during  the  aome  interval  from  £^T.,%%<i  to 
;C'S7,o39.  The  bank  encountered  only  the  rivalry'  of  an 
iuatitution  purporting  to  be  the  Itaukof  Upper  Canada  under 
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a  forfeited  cbaractcr,  which  soon  collapsed,  ittitil  the  incor- 
poration ill  1832  of  tbc  Commercial  Banlc  of  the  Midland 
district.  The  capital  of  the  new  bauk  was  fixed  at  ^eoo,ooo. 
The  capital  of  the  Bank  of  tipper  Canada  was  iDcreased  by 
a  like  amount  ut  the  same  session,  and  the  utmost  eageruess 
was  shown  to  purcliasc  the  stock.  The  Commercial  Bank 
within  three  years  sought  and  obtained  power  tn  double  its 
capital  stock  and  an  act  was  peissed  incorporating  the  Gore 
Bank  at  Hamilton  with  a  capital  of  ^icx>,ooo. 

The  £n>t  bank  charter  in  New  Brunswick  received  the 
royal  asseot  as  early  as  March  25,  1S20.  The  institutioa 
was  known  as  the  Bank  of  Ne^v  Brunswick  and.  was  located 
at  St.  John,  wilh  a  capital  of  jCso.ooo.  The  shareholders 
were  liable  only  for  the  principal  of  their  »tock,  and  debts 
by  the  directors,  either  as  principals  or  indorscrs,  were  Itm< 
ited  to  one-third  of  the  i»id-up  capital.  The  banks  were 
forbidden  by  an  Act  of  iS^S  to  i.>isuc  nolrs-  of  a  less  dcnomi- 
Dation  than  five  shillings.  The  first  bunk  of  issue  uctually 
established  in  Nova  Scotia  was  opened  in  1825  at  Halifax 
under  the  title  of  the  Halifax  Banking  Company.  The 
Bank  of  Nova  Scotia,  which  was  the  first  chartered  bank, 
was  incorpocnted  by  an  Act  approved  March  30.  1832.  with 
an  anthori^cd  capital  of  /^ioo,ooo.  The  bank  was  without 
a  chartered  competitor  for  five  years  and  during  its  first  ten 
years  divided  profits  among  the  sliareholders  st  the  average 
rate  of  8-9  per  cent,  and  increased  its  capital  to  ^140,000. 
The  issue  of  bank-notes  for  less  than  _£$  was  prohibited  in 
Xova  Scotia  in  1834. 

The  banking  s>-stem  of  the  Canadian  pro^'ioces  was  thas 
established  on  a  comparatively  safe  and  scientific  basis, 
similar  to  the  Scotch  system  in  the  part  played  by  the  large 
incor{x>rated  banks  and  their  branches,  but  without  any 
serious  control  by  law.  The  histor>'  of  the  next  thirty  years 
iiivohxTi  a  mania  for  banking  speculation  similar  to  that 
witnessed  in  the  United  States,  on  the  part  of  the  Canadian 
people,  and  an  effort  to  apply  the  rigid  limits  of  the  KngUsU 
restriction  act  on  the  part  of  the  home  govenmient  at  Lon- 
dou.     The  banking  mania  seized  Upper  Canada  andresullcd 
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hi  the  creation  of  several  joint  stock  banks  between  1834 
aod  (837.  I^c  creation  of  i>ucb  banks  without  a  special 
charier  wns  brought  to  a  suramar>'  end  by  an  Act  of  1837, 
prohibiting  the  issue  of  circulating  notes,  except  by  banks 
holding  legislative  charters,  and  making  such  issues  a  misde* 
mcanor.  The  banking  phreiizy  w.1.1  not  cht.-ckcd  by  ibis 
salutary  regulation.  The  House  of  Assembly  had  passed 
a  bill  in  1833  to  enable  the  Kccviver  General  to  issue  notes 
chargeable  on  the  public,  and  a  select  committee  in  iSjj  re- 
ported in  favor  of  a  provincial  bank,  on  tlic  basis  of  loans 
guaranteed  by  the  province.  These  measures  alamied  the 
home  government  and  resulted  in  a  despatch  to  the  Lienteu- 
nnt  Governor  August  31,  1S36.  directing  him  not  to  permit 
any  act  touching  the  circulation  of  promiasor>-  notes  or  the 
law  of  legal  tender  to  come  into  operation  iu  Upper  Canada 
without  having  first  received  the  royal  sanction.  TliiB 
precaution  was  taken  none  too  early,  for  bills  were  passed 
during  the  session  of  1836-37  increasing  the  banking  capital 
of  the  province  from  .;^500,ooo  to  ^4,500.000  and  conferring 
a  power  of  note  issue  to  the  limit  of  ^13.500,000,'  The 
Imperial  government  did  not  fcainally  disallow  these  acts, 
hut  returned  thein  to  the  Colonial  legislature  for  more  sober 
consideration.  This  course  was  effective  and  none  of  the 
measures  were  re-enacted. 

The  union  of  Upper  and  Lower  Canada  n-as  accomplished 
on  February  5,  1841,  under  the  title  of  the  Pronncc  of 
Canada,  and  banking  legislation  was  henceforth  enacted  in 
nniforin  tenns  for  the  entire  province.  The  go^■e^nmet1t  of 
Upper  Canada  prepared  for  the  union  by  the  sale  of  the 
government  stock  in  the  Bank  of  Upper  Canada  and  the 
separation  of  lite  government  from  official  connection  with 
the  bank.  A  scheme  was  brought  forward  soon  after  the 
union  by  the  Govenior  General,  Lord  Sydenham,  for  a  pro- 
vincial bank  of  issue  under  the  direct  autliority  of  the  gov- 
ernment. Lord  Sydenham  was  a  personal  friend  of  Lord 
OvcrstotK.  the  great cliampion  of  "  the  curTenc>-  principle'* 
in   England,   and  eadeovored    to  engraft    upon   Canadian 
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finances  the  separation  of  the  functions  of  note  isstie  laiA 
banking  which  were  imposed  upon  the  Bank  of  Enghmd  liy 
thc  Act  of  1844.  Lord  Sydenliam  suggested  a  series  of 
resolutiotis  fur  a  bank,  willt  no  other  powers  than  that  of 
issue,  witli  an  authorized  circulation  of  ^t,ooo,oooand  nn 
excess  issued  only  ngninKt  coin  or  hnllion.  The  aiithurized 
circulation  was  to  be  [jrotected  by  goveniinent  securities,  of 
which  the  interest  was  to  go  to  pay  the  expense  of  oianagJng 
tlK  bank  aud  any  balance  to  the  public  Treasur>',  There 
was  a.  strong  outburst  of  public  feeling  against  destroying 
the  profits  and  efficiency  of  the  existing  banks  and  the  con- 
servatives, French  Canadians,  and  a  few  supporters  of  tlie 
party  in  power,  united  iu  committee  of  the  whole  on  August 
3t,  1841,  iti  a  resolution  "  tliat  it  vfi  inexpedient  to  take  into 
further  consdderation  during  the  present  session  the  estab- 
lishment of  a  prm-incial  bank  of  issue,  or  the  issue  in  any 
Mray  of  a  paper  cuneucy  on  the  faith  of  the  provinoe."  * 

The  committee  which  considered  Lord  Sydenham's  pro- 
posals admitted  the  propriety  of  some  unironu  regulation  of 
the  hanks,  and  it  bad  been  repeatedly  urged  in  cirailars 
from  the  home  government.  These  recommendations  con- 
templated the  usual  safeguards  against  unsound  banking. — 
limiting  the  business  of  the  banks  to  R  proper  banking 
business,  conducted  after  the  subscription  of  the  capital,  and 
involving  forfeiture  if  specie  pa)iiients  were  suspended  for 
sixty  days.  These  restrictions  were  applied  to  the  three 
banksof  Lower  Canada  when  they  soughta  renewal  of  their 
charters  in  1841.  Notes  under  five  shillings  were  prohibited, 
and  notes  under  one  pound  were  not  to  exceed  one-ftAh  of 
Uie  paid-up  capital.  The  various  charters  were  to  expire  at 
the  end  of  the  first  session  of  Parliament  after  June  or  De- 
cember 1,  1S62.  Double  liability  was  imposed  upon  sbare- 
holders,  and  nearly  all  tlic  provisions  for  the  public  security 
which  had  prevailed  iu  cither  Lower  or  Upp*r  Canada  were 
now  applied  to  the  banks  of  the  entire  province.  The  pet 
theory  of  the  home  goveniuient,  that  coin  should  take  the 
place  of  small  notes,  in  order  to  constitute  a  healthy  monetary 
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sy<>tcni,  led  to  considerable  correspondence  in  1846.  pending 
the  approval  of  a  cburtcr  pa»cd  iti  thut  year,  but  the  gov* 
eminent  finally  consented  to  the  retention  of  the  $t  notes. 

The  mania  for  "  free  banking  "  on  securities  seized  upon 
the  Canadian  people  towards  the  middle  of  the  centur>'  and 
restilted  lu  the  law  of  1850,  baaed  upon  New  York  models. 
William  Hamilton  Mcrritt  was  the  author  of  the  new  law, 
nnd  he  &rst  brushed  awity  the  obstacles  by  the  repeal  of  the 
laws  prohibiting  the  circulation  of  the  notcH  of  private  bank- 
ers. Suck  note  issues  were  {xn'niitted,  provided  that  the 
banks  formed  for  the  purpose  deposited  Provincial  securities 
with  the  Receiver-General  for  not  less  than  §100,000  as  a 
pledge  for  their  notes.  One  of  the  ohjcctB  of  this  legisla- 
tion,— to  broaden  the  market  for  Provincial  securities, — was 
indicated  by  the  proviaon  that  these  notes  were  to  be  exempt 
from  the  tax  of  one  per  cent,  per  year  imposed  on  the  citvu- 
Uliou  of  the  chartered  1>anks,  and  that  tlie  latter  might 
surrender  their  circulation  against  their  assets,  and  issue 
ilotes  upon  deposits  of  securities.  The  notes,  in  case  of 
suspcnaon,  were  to  be  paid  from  the  proceeds  of  the  securi- 
ties, and  any  balance  was  to  be  applied,  with  the  other  assets, 
to  the  settlement  of  the  remaining  debts  of  the  bank.  The 
notes  were  to  constitute  a  preferred  claim  against  other  as- 
sets in  case  the  proceeds  ot  the  securities  proved  insafiicieut. 

The  elFort  to  drive  the  chartered  banks  into  the  secured 
note  system  was  carried  further,  in  1851.  l>y  a  hill  granting 
certain  exemptions  from  taxation  to  banks  which  were  will- 
ing to  restrict  their  circulation  to  the  maximum  sliowit  in 
their  Inst  statement  and  to  reduce  it  in  three  years  to  three- 
fourths  of  the  arerage  for  1II49  and  1350.  Such  banks  u*eTc 
permitted  to  Issue  additional  notes  to  tlie  amount  held  in 
gold  or  silver  coiu  or  bullion,  or  in  debentures  issued  by  the 
Receiver-General  and  reckoned  at  par.  They  were  not  re- 
quired to  deposit  the  debentures,  but  were  required  in  cue 
of  failure  to  Bpply  them  exclusively  to  the  ledcmption  of 
their  notes.  The  fact  that  the  banks  were  required  to  bold 
the  debentures  permanently,  whether  in  the  cmlody  of  the 
guverunieut  or  in  tbdr  own  vaults,  resulted  lu  withdrawing 
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•cti%*e  capital  from  commercial  banking  and  offering  insufln- 
cicat  inUuceraenl  to  investors  of  banking  capital.  Five 
baulcs  were  created  under  ihe  law,  of  which  two  soon  disap- 
peared and  three  were  continued  under  special  charters. 
The  Bank  of  British  North  America,  which  operated  in  all 
the  provinces  under  a  royal  charter,  apparently  obtained  the 
greatest  advantages  from  the  secured  iiotesystem  bj-emplt^'- 
ing  it  prudently  in  connection  with  its  other  business.  The 
failure  of  the  "  Free  Banking  Act "  was  acknowledged  as 
early  as  1859,  but  it  was  not  repealed  until  the  passage  of 
the  Provincial  Note  Act  of  1866. 

The  temptation  to  use  the  power  of  note  issue  for  the 
benefit  of  the  State  asaailed  the  provincial  authorities  agaiu 
to  1866,  when  the  government  found  themselves  compelled 
to  raise  about  $5,000,000  to  discharge  the  floating  debt. 
Mc.  A.  T.  Gall.  Minister  of  Finance,  succeeded  in  carrj'ing 
a  bill,  which  received  tlie  royal  assent  August  15.  1866, 
assuming  the  power  of  the  Province  to  issue  not  more  than 
$8,000,000  of  notes,  payable  on  demand  in  specie  at  Montreal 
or  Toronto  and  legal  tender  except  at  those  offices.  He  did 
not  dare  propose  the  immediate  abolition  of  the  bank-note 
currency,  but  proposed  an  indemnity  payment  by  the  gov- 
ernment of  five  per  cent,  per  year,  on  the  amount  of  notes 
outstanding  on  April  30,  1866,  until  the  expiration  of  the 
diarter  of  any  hank  which  might  accept  the  conditions  of 
the  set  and  withdraw  its  own  circulation  before  January-  1, 
1868.  Banks  willing  to  accept  this  offer  were  relieved  from 
the  requirement  to  invest  ten  per  cent,  of  their  capital  in 
debentures  and  allowed  to  exchange  them  at  par  for  Provin- 
cial notes.  The  Bank  of  Montreal  was  the  only  institution 
which  accepted  the  new  sj-stetn  and  gradually  substitntcd 
Provincial  notes  for  its  own  issue.  Tliis  action  separated 
the  interests  of  the  Bank  of  Montreal  from  those  of  the 
other  banks  and  led  the  fonncr  to  force  tbe  legal  tender 
notes  into  circulatioti  as  rapidly  as  possible  in  the  settlement 
of  its  balances.  The  Bank  of  Montreal  w.is  able  to  force 
the  other  hanks  into  holding  legal  tender*  by  threatening 
to  exact  settlements  in  legal  money,  which  the  other  banks 
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were  thus  compelled  to  set  aside  for  the  purpose.  The  result 
was  a  t^uctiou  of  the  baukiug  resources  of  tlie  otber  batiks 
and  the  com  plica  tiuii  of  llie  paper  currency  by  the  rival  cir- 
cuUtion  of  the  Provincial  notes  in  competition  with  bank- 
uotcs. 

New  Bruuswick  and  Nova  Scotia  iwere  brought  within  Uie 
circle  of  Canadian  banking  legislation  by  the  Act  of  1867, 
creating  the  Dominion  of  Canada,  which  conferred  exclusive 
authority  iu  matters  connected  with  currency,  coinage,  and 
banking  upon  the  Parliament  of  the  Domiiiioti.  The  charters 
of  existing  banks  were  extended  temporarily  to  the  end  of  the 
first  M«sion  of  I'arliament  aAer  Junuar>-  i,  1870,  and  several 
prm'isioQS  aficcting  the  Canadian  banks  were  extended  to 
those  of  New  Brunswick  and  Nova  Scotia.  The  Provincial 
note  issue  was  connolidated  into  an  issue  of  Dominion  notes 
and  redemption  agendes  were  proWded  for  in  the  capitals 
of  the  four  provinces.  The  banks  in  existence  when  the 
Confederation  became  a  fact  on  Jnly  i,  1867,  were  eighteen 
in  Ontario  and  Quebec,  five  iu  Xo^-a  Scotia,  four  in  New 
Brufisu-iek,  and  one  operating  in  all  the  |)rovioces  under 
royal  charter. 

The  attempts  to  create  a  t»ccured  circulation  or  a  gov- 
ernment currency  were  reoe^ved  after  llie  creation  of  the 
Dominion,  and  the  supporters  of  the  fumier  had  the  benefit 
of  the  example  of  the  United  Stites  and  the  active  efforts  of 
Mr.  E.  H-  King,  the  manager  of  the  Bank  of  Montreal.  A 
scheme  of  this  sort  was  taken  up  by  Mr.  Rose,  tlic  new 
Minister  of  Finance,  in  1869,  and,  acconling  to  his  bill,  was 
to  go  into  effect  on  July  1.  1S71.  The  banks  after  that  date 
were  to  be  required  to  reduce  their  unsecured  cireulation 
twenty  per  cent,  a  year  until  the  whole  should  be  retired,  and 
were  permitted  to  issue  note«  up  to  the  amount  of  their  capi- 
tal stock  actually  paid  in,  bearing  on  their  face  the  statement 
that  they  were  secured  by  the  deposit  of  Dominion  securi* 
ties.  These  notes  were  to  be  legal  lender  throughout  the 
Dominion,  except  at  the  office  of  the  issuing  bank,  so  long 
as  they  were  redeemed  in  specie,  and  were  to  he  protected  by 
a  cash  reserve  amounting  to  twenty  |)ei  cent,  of  the  notes 
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and  one-sewnth  of  the  deposits  subject  to  call.  The  notes 
were  to  constitute  the  first  charge  upon  the  assets  in  case  of 
Insolvency.  The  opposition  n-tis  so  strong,  and  there  were 
so  many  measures  whose  success  was  more  important  to  the 
ministry,  that  Mr.  Rose  announced  on  June  15th  tJie  tein- 
porai7  OTlhdrawal  of  the  plan  for  the  session.  Sir  Francis 
Hincks  became  Minister  of  Finance  before  the  next  session 
and  lie  abandoned  the  policy  of  a  specially  secured  circula- 
tion and  contented  himself  with  ttirowing  some  additional 
safeguards  around  the  existing  bank-note  system. 

The  charters  of  the  banks  were  extended  by  the  Act  of 
May  12,  1870.  for  a  period  often  years,  and  the  most  impor- 
tant changes  of  the  period  were  then  made,  The  dcnre  for 
&  codification  of  the  banking  law  led,  howe\*er,  to  a  more  com- 
prehensive act  in  1871,'  which  embodied  the  reforms  of  1870 
with  some  minor  changes  and  many  amplifications  of  detail. 
The  banks  in  1870  surrendered  the  right  to  issue  notes  below 
the  denomination  of  $4  and  secured  in  compensation  the 
abolitiou  of  the  one  per  cent,  tax  and  the  repeal  of  the  re- 
quirement to  keep  one-tenth  of  their  capital  in  Dominion 
securities.  The  goveiument  assumed  the  issue  of  small 
notes  and  the  banks  were  required  to  Iiold  not  less  than  one- 
third  of  their  cash  reserv*es  in  Dominion  notes.  The  severe 
period  of  depression  through  which  the  Dominion  passed 
between  1874  and  1879.  and  the  several  bank  failures  which 
occurred.  led  to  further  important  changes  in  the  banking 
law  when  the  charters  were  about  to  ex[nre  in  1880.  The 
bankers  themselves  came  forward  with  the  propasals  for 
refonu  and  were  now  willing  to  accept  several  propositious 
which  they  had  before  rejected.  The  minimum  denomina- 
tioD  of  notes  was  changed  to  $5  and  the  banks  were  required 
to  retire  the  iwtes  for  $4  as  soon  as  practicable.  The  pro- 
portion of  cash  leser^'e  to  be  held  in  Dominion  notes  was 
increased  to  forty  per  cent.  The  use  of  the  title  of  "  Bank  " 
by  a  private  6rm  not  tncorpomted  under  the  laws  of  the 
Dominion  was  made  a  misdemeanor,  unless  the  words  ' '  Not 

*Actor  April  14,  r87i,  "reUtiDg  to  laokauid  banking"  34  Vie- 
toria,  c.  5. 
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Incorporated  "  were  added  to  tlic  title.  Tliis  prov'i&iou  was 
taade  to  prevent  the  public  from  mistaking  private  bankers 
for  those  holding  cliartcrs  and  was  cxtcndctl  in  1890  so  that 
any  sueh  expression  as  "  Qatik  "  or  "  Banking  House  "  was 
made  illtyal,  whether  the  words  "  Not  Incorporated  "  were 
added  or  not. 

The  hi^to^J■  of  the  Canadian  banking  sj-stein  between  iSSo 
nud  the  renewal  of  the  bank  charters  in  1890  was  a  cooipara- 
ti'.'ely  uiie^'entful  one,  hut  experience  of  the  banking  law  had 
suggested  a  number  of  reforms  which  ■\vcre  carefully  dis- 
cussed before  the  renewal  was  voted.  It  was  found  that  the 
notes  of  tlic  bauks  did  not  remain  steadily  at  par  in  those 
parts  of  the  country  far  removed  from  the  redemption 
agencies.  Xc  was  alwi  found  that,  notwithstanding  the 
ample  secnrily  for  the  linal  payment  of  the  notes  of  failed 
banks,  they  sometimes  dropped  to  a  discount  when  the 
holders  de.<nrcd  to  realize  upon  them  at  once.'  The  impor- 
taiKX  of  concerted  action  to  secnre  the  refortus  desired  by 
the  public,  without  infringing  uptui  the  freedom  of  banking. 
wa.s  keenly  felt  by  tlie  leading  banks  and  lhe>-  held  a  meeting 
in  Montreal  on  Januar>-  11,  1890,  at  which  they  n!9Dl\'ed  to 
request  an  interview  with  Mr.  Foster,  the  Minister  of  Fi- 
nance. The  request  was  granted  and  interviews  look  place 
on  January  25th  and  February  iitliand  13th.  Several  dif- 
ferences of  opinion  developed  regarding  details,  some  of 
which  were  carried  before  the  Privy  Council,  but  a  thorough 
revision  of  the  banking  law  was  enacted  and  received  the 
royal  a.sscnt  on  May  16,  1890.'  The  important  features  of 
the  Canadian  banking  tystcm,  05  it  developed  from  the  legis- 

' "  AIUiouKb  the  liiiuidiitorv  wnc  readv  to  rti}cnn  within  ■  month, 
tbtt  Atcoant  on  the  nolee  of  the  l^cbiage  Bank  after  its  TaitBTT  roae 
■s  high  Bs  fire  or  ten  pci  ccat.  Kedctaption  of  Ibc  notca  of  tba 
Mariliiae  Bank,  tbongh  Aually  lu  fall,  wu  ilelayed  for  nearly  three 
yctui  after  the  failare,  and  in  the  tncanivhile  iu  iWM*  M>ld  for  m  low 
*>  forty  cents  oa  the  dolkir.  In  notes  of  the  Ccntnil  Bunk  of  Ciinuda, 
Americans  near  Sault  Sic.  Mnrie  totind  a  profitable  •pwulalion  \ff 
tmyfag  them  up  after  tlic  failure,  at  ten  pee  cent  dUcouiit."~8reck- 
*t>ridge.  ^13. 

*U  Victoria,  c.  91.  "  Aa  Act  re*peellng  bonk*  and  baoUog." 
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falum  nf  1S70  antl  iSSo  into  that  of  1890,  may  be  discussed 
tiudcr  tbe  fullowing  lieadiugs  : 
[.  Security  of  note  issues. 

2.  El(Uiticit>'  of  circulation. 

3.  Cnifortnity  of  circulation,  without  discount  upon  tlie 
notes. 

4.  Inspection  of  accounts  and  security  of  general  creditors. 

5.  Co^  reserves  oud  the  use  of  coin. 

6.  Branch  banks  and  the  requirement  of  large  capital. 

I.  The  essential  conditions  which  secure  the  note  is-iues 
of  the  Canadian  bank.s  are  the  duplicate  liability  of  share- 
holders, the  Gr^t  lien  of  nute^holders  upon  the  as^ts  of  a 
failed  bank,  the  Bank  Circulation  Redemption  Fund,  and 
the  six  per  cent,  interest  which  nccnies  upon  the  notes  of 
failed  banks  from  the  date  of  refusal  to  redcfcm  to  the  date 
when  readiness  to  redeem  is  again  announced.  The  dupli- 
cate liability  of  shareholders  dates  back  to  i^^  in  Ontario 
and  1:141  in  Quebec.  The  making  of  tlic  notcK  a  first  lien 
on  the  assets  was  suggested  by  the  bankers  in  1869.  but  was 
abandoned  bccau.sc  of  the  opjHisition  of  Mr.  Hincka.  He 
feared  that  the  impairment  of  the  equal  claims  of  other 
creditom  which  thii  pro^'ision  involved  would  lead  to  a  run 
by  depositors  and  to  the  injury  of  the  banks.  The  failures 
Itctn-ccn  1874  and  1879  compelled  many  note-holders  to 
realize  on  their  notes  at  a  great  discount,  in  order  to  obtain 
immediate  use  of  their  money,'  and  dissatisfaction  was  so 
great  that  the  bankers  ag.iiu  proposed  in  jS8o  tJiat  the  notes 
be  made  a  first  lien.  The  total  assets  of  each  bank  were 
from  six  to  ten  times  its  note  obligations  and,  if  these  assets 
were  lost,  the  duplicate  hability  of  the  shareholders  would 
still  cover  the  outstanding  notes.  These  resources  consti- 
tuied  a  security  for  the  redeinptiou  of  the  notes  which  it 
was  bclic\'od  would  prove  complete,  and  which  the  bankers 
were  willing  to  concede  to  the  public  for  the  privilege  of 
retaining  unimpaired  their  power  of  note  issue. 

The  Act  of  1&90  confirmed  the  provisions  of  1880  for 
making  the  notes  a  first  lien  on  the  assets,  and  added  two 

'  Breckraridgv,  389. 
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new  provisious  designed  to  keep  the  notes  of  a  failed  bank 
al»oIutely  at  par  duriug  the  period  of  liquidation.  The 
most  important  of  these  was  the  creation  of  a  safety  fund,  lo 
be  called  "The  Bank  Circulation  Redemption  Fund,"  whidi 
was  lobe  raised  by  contribntionslruiii  the  banks,  before  July 
16,  iSq2,  to  an  ainoiiiit  equal  to  five  per  cent,  of  the  average 
circulation  of  each  contributing  bank.  The  redemption  fund 
is  in  the  aistody  of  the  Minister  of  Finance  and  bears  interest 
at  the  rate  of  three  percent,  per  annum.  It  is  specifically 
aet  apart  for  tlie  payment  of  the  notes  of  failed  banks. 
Redemptions  are  required  to  be  made  without  regard  to  the 
amount  which  the  failed  bank  may  have  paid  into  the  re- 
deinpiioi]  fund,  but  wl)en  the  redemptions,  with  interest, 
exceed  such  payments,  the  MiniMcr  of  Finance  may  call 
Upon  the  other  banks  to  make  good  to  the  fund  the  amount 
of  such  excess.  ThctiC  calls  upon  the  other  banks  are  limited 
to  one  per  cent,  annually  of  the  amount  of  their  circulation 
and  the  amounts  thus  paid  by  the  liank-s  arc  reimbursed  to 
them  when  recovered  from  the  failed  bauk.' 

The  redemption  fund  afforded  a  guarantee,  if  it  was 
needed,  that  the  notes  of  n  failed  bank  would  alu-aya  be 
paid  in  full.  A  further  provision  was  made  that  the  notes 
of  failed  banks  should  bear  interest  at  the  rale  of  .six  per 
cent,  per  year  from  the  day  of  suspension  to  the  date  nanieil 
for  their  payment.  The  practical  operation  of  thi.s  provision 
bus  been  eminently  successful  and  has.  in  connection  with 
tlie  {[uaratitee  aflbrdi.-d  by  the  safety  fund,  made  the  notes 
of  a  faile<l  bank  as  valuable  an  investment  up  to  the  time 
of  redemption  as  a  six  per  cent.  bond.  The  holders  uf  such 
notes  linvc  had  no  difficulty  in  selliug  them  at  par  to  tlic 
otber  cliartercd  banks,  to  brokers  or  to  persons  having  a  little 


'  Tlic  onisdoa  of  a  limildtion  of  tbi*  tort  upon  the  liability  of  tlie 
bftDlcsfor  llie  genenl  ufcly  TuikI  wuoucof  Ibc  causes  uf  bostllity  lo 
the  hflttklng  plan  of  Sccntnry  CulUIe.  pneaentri]  lo  tbe  linitrd  Suie» 
Cati|ET«M  in  bis  kduiuiI  rrport  for  I894.  It  was  admitted  by  Ibote 
familiar  nitb  Ihc  fact*  Ibat  the  icsnlthig  ulU  were  001  likfly  la  lie 
lance  in  txx,  but  It  vu  feared  that  tli*  indeflaiu  ebuaeter  oftli* 
li«blliiy  would  excite  alum  MDoag  dvpositora. 
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money  seeking  tcmporarj*  investment.  The  legal  money 
of  redemption  under  Cnnadian  law  is  "specie,"  and  the 
goUl  standard  is  maintained  with  but  little  gold  in  circula- 
tion. The  Ijaoks,  in  making  ordinary'  payments,  were  re- 
quired by  the  [aw  of  iHSo  to  pay  amounts  up  to  $30,  upon 
request  of  the  payee,  in  Dominion  notes.  This  limit  was 
raised  iu  the  Act  of  1 S90  to  ^100. 

2.  One  of  tlic  important  benefits  inherent  in  the  Cana- 
dian bauk-uole  circulation  is  its  cIa$Ucit>-.  This  is  uot  due 
Affirmatively  to  recent  legi-slation,  but  it  due  to  the  .micces^- 
ful  resi&lflHce  of  Canadian  bankers  to  go\-emineiit  proposi- 
tions for  a  specially  secured  currency.'  The  banks  pay  out 
tbe  notes  n-heo  business  activity  demands  them  and  the 
notes  drift  back  for  deposit  and  the  settlement  of  discounts 
when  business  activity  slackens.  The  circulation  thus  varies 
nearly  fifteen  per  cent,  in  the  course  of  a  year.  The  mini- 
mum circulation  of  the  year  has  ranged  during  the  past  tbir- 
teen  years  from  $28,065,000  in  [884  to  $31,927,000  in  1893, 
while  the  maximum  circulation  of  the  year  has  ranged  from 
$33,998,000  in  1884  to  $38,688,000  in  1893.  The  month  of 
October  has  been,  with  one  exception  during  the  pa-st  thir- 
teen years,  the  month  of  maximum  circulation.  The  mini- 
mum has  been  reacbetl  in  some  cases  in  April,  and  in  others 
uot  until  July  or  August,  but  the  larger  part  of  the  reduc- 
tion occurs  during  the  spring  and  promptly  upon  the  con- 
traction of  the  demand  for  money.  Tlic  following  table, 
shuvving  tlie  maximum  and  minimnin  circulation,  with  the 
month  in  which  it  has  occurred,  for  the  past  seven  years, 
affords  an  illustration  of  the  fluctuations : 


'  £vcD  ia  1890  ifac  tbcofy  af  a  circuUtioo  based  upon  cridmccs  of 
tbe  puMic  debt  bad  eousldcrable  fooUnK  aud  wax  wivocateil  hy  Sir 
Donald  Smith,  Pr««id4'nt  of  the  BarIc  of  Moatreal,  11  »e«in«d  to  be 
tbouKlit  ia  CouaJa  lh«l  aacli  a  instcni  -would  bcncfil  tbe  liii|;vr  banks 
at  tbe  «x]>enxe  of  tbe  wraker  and  some  ai  the  opposilion  to  the  crea- 
tion Met  safety  fnnd  w&t  apparentlr  based  upon  the  fact  tbat  it  would 
iiivesl  the  notn  of  the  weakest  bcuika  with  tbe  same  credit  aa  tbooe 
of  tbe  ntronge^t. — Breckrnriilge,  jao.  Tliin  argnmenl  wa«  neceasarily 
directed  agaiiisl  coovmteucf  and  untfonuitj. 
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tOWBS-r  FOIHT. 

HIGHS&T  rOIKT. 

HOKTH. 

AUOUICT. 

MONTH. 

AKOUKT. 

iS88 

May 

♦29,278,000 

October 

l36,a44,ooo 

1S89 

May 

30,013,000 

pctober 

35.233,000 

1890 

April 

30,673,000 

October 

36,480,000 

iSgi 

July 
May 

30,580,000 

November 

37.431,000 

1S93 

31,383,000 

October 

38.688,000 

1893 

May 

31.937.000 

Octoljcr 

36,906,000 

1894 

May 

28.467,000 

October 

34,516.000 

The  banking  experience  of  Canada  in  recent  years  is  a 
sufficient  vindication  against  the  charge  that  a  banking  cur- 
rency leads  to  inflation.  The  volume  of  notes  usually  in 
circulation  exceeds  by  only  a  small  fraction  fifty  per  cent,  of 
the  aggregate  capital  stock  of  the  banks,  although  they  are 
allowed  to  issue  to  the  full  amount  of  their  capital.  Some 
of  the  banks  have  occasionally  touched  the  maximum  limit 
and  the  branches  have  been  promptly  notified  by  telegraph 
when  the  limit  has  been  reached.  A  real  demand  for  money 
from  such  banks  is  met  by  loans  to  them  from  banks  which 
have  not  reached  the  limit.  The  contracts  for  these  loans 
call  for  money,  like  other  contracts,  but  it  is  understood  that 
they  shall  be  paid  in  the  notes  of  the  lending  banks,  so  that 
the  public  get  the  benefit  of  the  limit  upon  their  combined 
issues  and  the  two  banks  divide  the  profits  on  the  circula- 
tion thus  put  in  circulation.'  The  paid-up  capital  of  the 
Canadian  banks  on  January  i,  1896,  was  $62,196,391,  and 
the  notes  outstanding  were  $32,565,179,  .so  that  there  was  a 
margin   of  issues  uuavailed  of  to  the  amount  of  nearly 

S30,OCXD,000. 

3.  The  nece.ssity  of  providing  more  fully  for  maintain- 
ing the  notes  of  all  the  banks  at  par  in  all  parts  of  the  Do- 
minion, which  was  recognized  in  1890,  was  due  not  so 
much  to  any  question  of  the  solvency  of  Ihc  banks  as  to  the 
mechanical  provisions  for  redemption.  The  convenience  of 
nott.-liolders  had  already  httn  partially  provided  for  hy  nui- 

'  Kool,  Canadian  Batik-Aolc  CmniUY,  "'Souiiil  Cuitl-hcv, "  11., 
No.  2,  ji.  7. 
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arrangenienti  between  tlie  banks  for  the  redemption 
of  each  other's  notes.  Tt  would  ba^-c  iuvolvcd  a  manifest 
injustice,  in  view  of  the  wide  diffcreuce  in  character  and 
strengUi  of  tbe  Canadian  banks  to  c<Hi)pcl  eacb  to  redeem 
the  nutes  of  all  olliers  against  its  will,  but  tbe  banks  were 
ready  to  accept  a  niiindatDr)-  law  requiring  each  bank  to 
establish  agencies  for  the  redemption  of  its  owu  uotes  at  the 
cotniuercial  cenlrc  of  each  province.  It  was  accordingly 
provided  in  the  Act  of  1890  (Section  55)  : 

The  banV  shall  mnke  anch  ■miiKeiDetiu  oa  are  neceeaur  to  enaan 
the  cliculatioa  at  par  in  anj  and  cv«ry  pari  of  Canada,  of  all  notes 
iij.u«il  or  rclMiicd  hy  it  knd  lat<^uded  for  circulatJoa  ;  and  towards 
this  purpose  the  bonk  &ball  establish  agencies  for  the  redemption  and 

BjinenI  of  its  iiotex  nt  tlie  cities  of  Halifax,  St.  Jobu.  Cburlottetowti. 

lootreal,  Toronto,  Winoipct:,  and  Victoria,  and  at  such  otli«r  pUcca 
OS  are.  froni  tioic  to  lime,  de«ignatcd  by  tlic  Treiisury  IJoard. 

4.     The  bank-note  circulation  of  Canada,  under  the  oper- 
ation of  the  redemption  fund  and  the  complementary  re- 
[quircmcnts,    has.    in  Ihc  language  of  Mr.    Breckenridge. 
acquired  s  thoroughly  national  cliaracter  ;    since   1890  it 
"has  circulated  ham  one  end  of  the  country'  to  the  other, 
never  causing  lobs  to  the  holder,  yet  keeping  uuimpaired  the 
'Vitalities  for  which,  in  its  less  perfect  state,  Canadians  had 
again  and  again  refused  to  giveit  up.""    The  fulfilment  of 
Itheae  conditions,  with  the  elasticity  and  sufficiency  which 
[lisaallyaccoutpany  a  banking  currency,  meet  nil  the  require- 
j-xnents  of  a  perfect  currencj*  system.    Tlie  protection  of 
the  note-holder  against  both  temporar)'  and  permanent  toss 
closes  the  case  in  favor  of  Canadian  banks  of  issue.     They 
may  be  well  or  ill  managed  as  banks  of  discount  and  deposit, 
but,  as  such  banks  must  exist  under  any  currency  sy:>teiu, 
their  bad  mauugeiueni  cannot  ije  made  an  argument  against 
the  power  of  note  ts.tue  unless  tiiat  power  increases  their  power 
for  evil  as  banks  of  discount  and  dcpoat.     Questions,  there- 
fore, relating  to  the  management  of  the  Canadian  banks  in 
their  discounting  business,  and  the  number  of  failures  they 
may  have  suffered,  .•;liouId  not  be  confused  with  the  qnesUoa 

'JTii  C'uM^iJiaa  llaaking  S.rttfv,  ij8. 
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of  the  success  of  their  system  of  note  issues  in  providing  a 
sufficient,  elastic,  and  secure  currency. 

Having  made  thi:i  distinction,  it  may  be  admitted  that  the 
Canadian  banking  system  is  capable  of  improvement  in  the 
direction  of  official  supcr^-ision.  While  discount  banking  is 
essentially  a  private  business,  it  is  usually  done  by  corpora- 
tioHK  holding  special  privileges  by  anthority  of  the  slate. 
and  the  subdivision  of  modem  industries  justiGes  tlie  citizen 
iti  asking  that  the  state  exercise  the  power  of  visitation  and 
supervision  over  such  corpomdons,  when  tliey  deal  inti- 
mately with  the  public,  which  he  catmot  conveniently  ex- 
ercise for  himself.  The  weakest  spoi  in  the  Scotch  and 
Canadian  banking  s>'stcnis  has  been  the  absence  of  this  su- 
pervision, and,  defective  as  government  super\*i9ion  often  is, 
it  would  probably  have  prevented  some  of  the  great  losses 
which  have  come  to  shareholilers  in  those  countries.  The 
proposal  of  government  super^'ision  in  Canada  has  been  sev- 
eral times  brought  before  Parliament,  but  has  always  been 
resisted  upon  the  grounds  that  [nibUc  auditors  or  inspectors 
could  not  ascertain  acairatcly  the  real  character  of  banking 
assets,  and  that  the  fact  of  government  inspection  would 
mislead  the  public  into  aeonOdencewhich  might  prove  to  be 
misplaced.  The  project  of  ini^pection  was  renewed  by  Mr. 
Poster  in  1890,  but  the  auditors  whom  he  proposed  were  ti> 
be  a[)pointed  hy  the  sliareholders  at  their  annual  meeting. 
The  same  objections  which  had  been  made  on  previous  occa- 
Mons  were  renewed  and  the  project  of  a  formal  audit  was 
again  abandoned. 

The  larger  Canadian  banks  are  not.  hown'er,  without  a 
sj'stcm  of  supcr%'ision  of  their  own,  which  ought  to  be  more 
efficient  than  that  of  govcmmcnt  officers  when  there  is  no 
colluMon  bctweeu  the  inspector  and  general  manager.  Such 
collusion  U  not  likely  to  be  a  frequent  occurrence,  because 
the  chief  iu^iKctor  is  required  by  bis  duties  to  be  a  man  of 
independent  Judgment,  of  banking  experience  and  teputa- 
tioti,  and  to  rcceti'e  a  large  salary.  It  is  his  duty  to  make 
tours  i>r  the  branches,  annually  or  oi'tcncr,  for  the  pnrpase 
i>f  examining  the  chaiactcr  of  the  diacouuls  granted  and  the 
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general  policy  pursued.  The  mere  ^-erification  of  accounts 
iii  perfonued  by  subordinates.  The  chief  inspector,  there- 
fore, is  the  equal  in  character  and  position  of  the  >;cneral 
manager,  and  is  exioscd  \o  few  of  the  lemptatioiis  of  an 
inferior.  He  confers  with  the  latter  and  reports  the  results 
of  bis  inquiries  regarding  the  staiidjng  of  firms  seelcing  dU< 
counts.  If  the  inspector  is  associated  too  closely  by  family 
or  other  ties  with  the  general  manager,  the  fact  is  likely  to 
become  a  subject  of  business  gossip  and  to  impair  confidence 
in  the  bank,  The  establishment  of  the  general  redemption 
fund  has  bad  a  salutarj-  effect  iu  auractiiii;  the  atienlioii  of 
the  bank»  to  each  nthcr'n  cnnditinn,  because  nf  the  common 
responsibility  which  the  fund  imposes. 

The  safeguards  of  the  Canadian  system  have  been  such 
that  the  entire  losses  to  creditors,  exclusive  of  shareholderSr 
since  confederation  in  1867.  have  been  less  than  $2,000,000,' 
representing  au  average  of  about  $72,000  annually,  or  %i  in 
$5000  of  the  present  average  liabilities.  "The  record  for 
the  years  preceding  1867. ""  says  Mr.  Breckenridge,  "is 
hardly  less  admirable,  there  being  no  failures  in  Nova  Scotia 
or  Lower  Canada,  while  in  New  Brunswick  the  double  lia- 
bility of  shareholders  saved  the  banks'  creditors,  and  in  Up- 
per Canada  the  failure  of  the  Hank  of  Upper  Canada  was  the 
only  one  which  inflicted  eousiderable  loss."  '  The  BauV  of 
Upper  Canada  violated  the  rules  of  sound  banking  under  the 
stimulus  of  a  period  of  rapid  growth  in  Ontario,  and  made 
heavy  loans  to  lawyers,  politicians,  and  the  gentry.  Much 
money  was  lose  in  the  land  speculations  of  1857,  the  capital 
was  reduced  in  1S61,  the  public  deposits  ivere  reduced  in 
1865,  another  reduction  of  capital  in  1866  failed  to  save  the 
bank,  and  paj-ment  was  stopped  September  18,  1866,  wiili 
liabilities  of  $^1,403,000.  The  a.s.scts  were  nominally  worth 
1^5,362,000.  but  gradually  shrunk  until  in  1S82  they  wereonly 
$420,387  against  still  outstanding  liabilities  of  $i,jSo,ois< 
Of  this  liability  $r, 132,649  was  still  due  the  government, 
which  was  open  to  the  suspicion  by  its  tardy  efforts  to  re- 
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ctfvcT  that  it  bad  abused  its  power  to  obtAiu  advances  from 
the  bulk  during  its  ptriod  of  prosperity,' 

Six  failures  occurred  in  Canada  befweeti  1871  and  18S1, 
SIX  between  1833  and  1889,  and  two  after  the  latter  date. 
The  uotes  in  e\-£r>'  ^•'■^  siiice  i&St  bave  be«u  paid  ia  fuU, 
but  ill  some  cases  prior  to  1890  tlie>-  wete  redeemed  after 
considerable  delay  and  after  tliey  had  fallen  to  a  discouoL 
The  capital  of  only  one  of  the  failed  banks  was  larger  than 
$500,000.  This  one  vms  the  Federal  Bank  of  Canada,  wliicb 
increased  its  capital  in  iSSj  to  J.3,000,000,  but  was  compelled 
to  reduce  it  in  1885  to  $1,250,000  on  account  of  lasses  from 
Michigan  lumber  transactions  and  loans  in  Manitoba.  There 
was  no  panic  in  the  case  of  any  of  thc»c  failures,  and  the 
other  banks  liaving-  offices  in  Toronto  came  to  the  assistance 
of  the  Federal  Bank  in  Januar)',  1888,  and  agiecd  la  advance 
enough  mone>*  to  pay  off  its  entire  liabilities  and  assume  the 
assets,  if  the  bank  would  wind  upitsaj^irs.  The  sharehold- 
ers iQ  Canadian  banks  lost  between  JiUy.  1867,  and  the  close 
of  the  year  1889  $33,000,000  in  capital,  accumulated  reserves, 
and  aBsessnients  resulting  from  duplicate  liability. 

The  two  failures  since  1890  have  been  those  of  the  Com- 
mercial Bank  of  Manitoba  and  the  Jian^ue  dn  /Vw/A-  of 
Montreal.  The  Commercial  Bank  succeeded  to  the  businetw 
of  a  private  6rm  at  Wiunipeg  in  i«J4  and  assumetl  the  beary 
risks  which  are  often  run  by  Uinks  in  new  countries.  Its 
business  was  essentially  local  aud  its  failure  was  not  a  stir- 
prise  to  other  bankers  in  the  Dominion.  The  other  banks 
were  critical  as  early  as  1S92  about  accepting  the  draibi  of 
the  Commercliil  Batik  on  Montreal,  and  iu  May.  1893,  ■ 
(irain  of  dcjKisiu  began.  The  bauk  paid  out  its  notes  for 
a  time  to  ner^'ous  depo«itors  and  thus  increaited  its  circula- 
tion between  May  jtst  and  July  3d  by  the  sum  uf  $140,605, 
while  the  deposits  were  reduced  $189,813.'    The  automatic 

*  DreckcnrUIgc.  175. 

'  The  pnrpoK  of  depottton  in  acceptlnjc  tlidr  drpodls  in  cotca 
wa4  to  coil  veil  an  otitlndry  ctalm  Into  a  {ircrrrTci)  rinim.  Iiot  ibe  |ito- 
(«iw  of  co»vcr«ioa  waa  tirc<9Urily  lirailnt  liy  tbc  limit  of  circuUliaa 
allnn-rrl  ibr  bank,  as  well  U  bjr  the  criUlnly  llial  llic  luuik  wuold 
qoickly  bo  tuuble  to  «Ule  its  balance*  with  Uie  other  baakft. 
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Operation  of  the  Canadian  system  of  redempiton  came  into 
play  wlieo  these  notes  fell  into  the  hands  nf  other  hanks, 
and  the  Commercial  Bank  was  compeUed  to  suspend  with 
liabilities  of  $1,344,169.  The  Batujue  du  Pcu^e  was  com- 
pelled to  reduce  its  capital  in  iSti5  from  $1,500,000  to 
$1,300,000,  and  stispended  on  July  16,  1895,  with  a  circula- 
tion of  about  $787,000  and  with  total  liabilities  uf  about 
$7,500,000. 

The  lianque  du  Peuple  closed  its  doors  iu  the  hope  that 
nrrangements  might  be  condndecl  with  its  creditors  which 
would  enable  it  to  resume  business  within  the  period  of 
ninety  days,  for  which  continued  suspension  would,  under 
the  taw,  "constitute  the  bauk  insolvent  and  operate  a  for- 
feiture t£  its  charter  or  net  of  incorporation,  so  far  as  reganis 
all  further  txinkiiig  operations."'  The  notes  remained 
steadily  at  par  and  were  redeemed  before  October  5th,  ex- 
cept $150,000,  for  which  the  money  was  beld  in  the  bank. 
One  of  the  plans  proposed  for  rt-organization  was  the  issue 
of  deposit  receipts  to  depositors,  payable  in  from  six  months 
to  two  years.  The  period  of  suspension  passed,  however, 
without  resumption,  and  it  apjicarcd  at  the  meeting  of  the 
shareholders  00  December  17,  1895,  that  overdrafts  had  been 
granted  tofiveindividii.'ilsnnd  firmsnmountingto$t. 329,000, 
and  to  four  of  the  directors  to  the  amount  of  $335,000.  The 
cashier  was  aniotig  those  to  whom  large  overdrafts  had  been 
granted,  and  it  was  reported  that  he  had  allowed  the  audit- 
ors only  twoity  hours  to  examine  transactions  aggreg-ating; 
$26,000,000  and  had  misled  both  auditors  and  directois.* 

5.  The  rc<]iiircnicut  of  a  fixed  niininiuni  rcser^'c  of  specie 
against  liabilities  was  suggested  by  Mr.  llincks  in  1869,  but 
he  was  convinced  by  the  unantniona  opposition  of  tlie  banlcers 
that  the  requirement  would  prove  more  of  an  injure-  than  a 
bciKrfit  to  the  bwuncss  community  in  times  of  stringency. 
It  was  pointed  out  that  a  rc^n'e  which  cannot  be  iise<l  is  of 
no  avail  in  emergencies  ;  that  if  the  proportion  were  low,  it 

» Sec.  91. 

*  Srw  York  Evening  Au/,  Dec  18,  1893,  cpedal  deipAlch  from 
Moutfcal. 
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would  be  treated  by  weak  hanks  as  always  sufficient;  and 
tliflt  a  pnrt  of  a  bank's  \»si  and  most  available  funds  often 
conMstcd  of  balances  in  New  York  and  London,  rather  tban 
specie  in  ilsown  vaulls.  These  argnmcnts  were  conclusive 
with  Mr.  Hincks,  but  the>-  failed  to  convince  Mr.  Foster 
when  the  plan  of  a  minimum  reserve  was  suggested  to  hitn 
in  1890.  The  experiment  of  a  miiiiraum  reserve  had  then 
been  longer  in  ojicnitioii  in  the  United  States  and  was 
believed  to  ha\'e  produced  bciie5cial  resuUs,  It  wnspoiiited 
out,  ho^vever,  tlmt  tlie  sranll  local  banks  of  the  United  States 
occupied  a  veo'  different  position  from  the  great  cliartered 
banks  of  Canada  and  that  regtilations  which  might  be 
necessary  in  the  one  case  might  not  be  iu  the  other.  Mr. 
Foster's  proposition  was  I0  require  each  bank  to  bold  specie 
and  Dominion  notes  to  the  amount  of  ten  per  cent,  of  its 
liabilities.  The  bankers  carried  thcc^Jiitcsl  Wforc  the  Privy 
Council  and  iit  a  hearing  given  them  on  February  23,  1890, 
carried  the  majority  with  them  and  secured  the  exclusion  of 
any  provision  for  the  reser\'e  from  the  government  bill.' 

One  of  the  strongest  arguments  in  favor  of  liquid  reserves 
and  banking  upon  general  .issets  without  gox'ernment  inter- 
ference, i*  found  in  the  comparative  calm  which  has  reigned 
among  Scotlisb  and  Canadian  bankers  when  those  of  other 
countries  have  been  shaken  by  panic.  The  last  test  of  this 
kind  came  in  1H93,  when  Canada  could  not  fail  to  bcaffcctcd 
by  the  acute  6iiancial  convulsion  of  her  great  neighbors, 
the  United  States.  Four  of  the  Canadian  banks  have  their 
own  oflSces  in  New  York  and  the  others  have  agents  there 
a»  well  as  in  London.  Tliese  agencies  do  not  seek  business 
actively  in  New  York  and  London,  but  bviy  and  sell  bills  of 
exchange  when  they  can  do  so  to  better  advantage  than  th« 
parent  bank.  They  luun  more  or  leas  on  call,  but  only  rarely 
on  time.  In  periods  of  stringency  they  have  several  times 
come  10  the  mcue  of  the  New  Vork^money  market,  when 
the  requirements  of  a  rigid  reserve  law  tied  ttie  hands  of  tlte 
American  banks.  Their  most  important  service  has  lieen. 
howerer.  to  their  parent  banks  when  the  pressure  of  nn 

■  Breekenridge,  yxj. 
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ttnusnal  deninm!  has  led  the  latter  to  draw  upon  their  foreign 
balances.  These  balances  in  New  York  cutistiluleO  one  of 
the  best  liquid  assets  of  the  Canadian  banks  in  1893  and 
ivcrc  drawn  down  nearly  $S,cx»,oc30.  The  banks  sacrificed 
temporary  high  profits,  rai^wd  tlieir  interest  rales  no  higher 
than  seven  per  cent.,  protected  their  regular  customers,  and 
while  ibeir  neighbors  acro:^  the  border  were  foundering  in 
the  waves  of  a  financial  crisis,  they  rode  the  stortu  with  a 
serenity  which  might  hare  justiGed  for  them  the  heroic 
mollo  of  William  the  Silent,  A«Ti  {wanquiUus  in  undis.^ 

6.  Two  of  the  important  features  of  the  Canadian,  as 
iivtrll  as  of  the  Scotch  banking  system.  :ire  the  large  capital 
required  by  the  banks  and  their  system  of  branches.  While 
each  feature  is  capable  of  separate  discussion,  the>'  ore  more 
or  less  connected  with  each  other,  from  the  fact  that  the 
Ti»iuiremeut  of  a  large  capital  limits  the  number  of  the 
banks  and  makes  the  establishment  of  branches  ueccssarj- 
tonfford  banking  facilities  to  the  country.  The  minimumi 
paid-up  capital  requited  in  Canada  prior  to  the  re^nstuu  ofj 
1690  was  only  $too.ooo,  and  sevcrnl  small  banks  of  a  local) 
character  had  failed  and  caused  losses  to  the  depositors  aa' 
well  a.<{  the  .ihareholdets.  The  law  of  1890  required  sub- 
scriptions to  the  capital  stock  of  each  new  bank  to  an  amount 
not  less  tlian  $500,000  and  actual  paynicnLs  to  the  amount 
of  $350,000.  No  new  bank  is  i>ermitted  to  begin  business 
or  to  issue  notes  until  the  Treisurj*  Board  is  satisfied  that 
this  capital  has  been  actually  paid  up,  and  only  two  banks 
aic  now  in  existence  chartered  since  tSSj.  The  paid-up 
capital  of  the  thirty-eight  Canadian  banks  on  December  31, 
1895.  '^ss  $63,196,391,  of  which  $52,608,489  was  in  Ontario 
and  Queljec.  This  affords  an  average  about  nine  times  as 
large  as  that  of  the  3715  national  banks  of  the  United  States, 
which  reported  a  capital  on  November  t.  1S95,  of  $664,136.- 
915. .-''fbe  Bank  of  Montreal  now  has  a  paid-up  capital  of 
$12,000,000;  the  Merchant's  Bank  of  Canada,  situated  at 
Montreal,  and  the  Canadian  Bank  of  Commerce  at  Toronto 
have  a  capital  of  $6,000,000  each  ;  the  Bank  of  British  North 
*  Srcclccmidge,  451. 
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America  has  a  capital  of  £4.866.666  ;  the  Bank  of  Britisli 
Columbia  has  a  capital  of  $3,92o.ocx> ;  the  Quebec  Bank  has 
a  capital  of  $3,500,000 ;  Molson's  Bank  of  Montreal  has  % 
I  capital  of  $3,000,000  ;  and  the  Imperial  Bauk  of  Canada  at 
I  Toronto  has  a  capital  of  $1,963,600.  The  smaller  baaks 
are  iu  Nova  Sootia  aod  New  Brunswick  or  among  the  French 
hanks  of  Quebec  which  rt'ccivcd  charters  at  an  early  date. 
(The  smallest  paid-up  capital  is  that  of  the  Sumiuer  Side 
Batik  of  Prince  Edward  Inland,  which  is  $+8,666.  The 
thirty-eight  Canadian  banks  had  at  the  beginning  of  1896, 
'Otitside  of  city  branches  of  local  banks,  483  establishments 
in  373  localitits.  There  were  350  bank  offices  in  Ontario, 
89  in  Quebec,  63  in  Nova  Scotia,  31  in  Mew  Brunswick.  30 
in  Manitoba,  14  in  Britisli  Columbia,  9  in  the  Northwest 
Territory,  and  7  in  Prince  Edward  Island.'  The  entire 
conntr)*  is  thus  served  as  efficiently  in  Ihe  mere  number  of 
establishments  as  the  Untied  States  with  it&  banks  without 
branches. 

It  15  maintained  by  the  frieuds  of  the  Canadian  system 
that  the  combination  of  large  capitals  and  numerous  branches 
has  many  advantages  beyond  the  mere  supply  of  banking 
fadlities.  It  secures  on  the  one  hand  a  unity  of  policy  ou 
the  part  of  the  leading  banks  in  times  of  atriiigencj-  far  dif- 
ferent from  the  playing  at  cross-parposes  which  distinguished 
the  action  of  the  national  books  of  ihe  great  reserve  dttes  In 
the  United  StatCTf  in  the  panic  of  1693  against  the  smaller 
bnuks  uf  the  interior  and  the  far  West.  The  Canadian  sys- 
tem, on  the  otlier  hand,  does  not  sacrifice  one  section  to 
another,  bat  enables  the  managers  of  the  large  banks  lo 
dLitribute  acoommodalion  e\'enly  throughout  their  system, 
to  mass  currency  where  it  is  most  needed,  and  by  means  of 
their  power  of  note  {.-isue  lo  equip  every  branch  with  anipk 
resources  for  sustatmng  coinmerdal  credit  without  weaken- 
ing their  reserves  of  actual  cash.  The  efTvct  of  the  Canadian 
aystem  has  been  to  make  tlic  rate  at  the  mnst  distant  intciior 


'1.ettrT  of  Mr.  }.  II.   nammer,  CbairtBaa  editing  eonimittco  of 

Canadinn  DnnlLvn'  .^Mocintlaa,  Jnuiuuy  ^l,  tliyb. 
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branch  not  more  than  on*  or  two  per  c*itt.  higher  than  to 
the  best  bnirowcr  ia  Montreal  or  Toronto,  while  in  Uie 
Uuited  States  rates  range  between  ten  aaxl  fu'clve  per  cent, 
in  the  newer  i>cctions  of  the  countrj*  while  money  is  a  drug 
in  the  mnrket  in  the  great  reserve  cities.'  The  effect  of  tlie 
comparative  unity  of  Canadian  banking  %vilhout  the  evils  of 
monopoly  whicli  sonietimea  accompany  such  unity,  is  to 
diminish  failures  and  protect  a  l>ank  against  local  losses  l>y 
the  profitfl  in  other  locnlitieit.  The  management  at  the  cen- 
tral office  are  able  to  keep  a  suflScieiiily  close  watch  upon 
cvcrs  branch  to  prevent  reckless  banking  and  bad  manage- 
ment, but  they  arc  willing  to  conduct  a  branch  in  many 
cases  at  a  rate  of  profit  which  would  not  justify  the  main- 
tenance of  a  separate  bach  or  even  of  a  branch  bank  with- 
out the  powcrof  note  issue.  The  Canadian  svstcm.  therefore, 
permits  the  extension  of  banking  facilities  more  efficiently 
tliau  the  American  system  of  suiiitl  independent  banks,  and 
the  power  to  issue  notes  against  general  assets  affords  a 
margin  of  profit  and  a  diminished  expense  for  cash  reserve 
which  would  not  be  afforded  by  a  specially  secured  note 
i&suc. 

The  leading  items  of  the  acoonnts  of  the  Canadian  banks 
for  representative  years  have  been  as  follows  :* 

'Coniwcll.  16. 

'Tlii;  table  K^^es  only*  Retinal  Tie«r  of  the  progreM  of  Canadian 
bankiiig  o(ipraiion&,  without  prnnining absolutely  cioct  cocu{Mn90U«, 
beMUM  of  the  cbnajjM  in  the  fomi  of  the  official  report*  which  were 
made  in  1870^  1S71,  188a.  and  1890.  The  figures  Tor  i^i  and  i8jt  are 
reduced  from  fMiunda  ■lerltnn,  in  vhicti  Ui«  nccounla  were  llien  ex- 
prefwvd,  and  with  those  of  1S61  cover  ouly  tlic  I>ouiiuiou  of  Canada* 
without  inrludiiiK  New  Itninswict:  atid  Nova  Scotia.  The  changes  in 
the  fbnn  of  Malement  affect  principally  the  ileoi  of  disconnts,  wliick 
included  (ubatautially  all  loaua  io  1867,  but  excluded  certain  advance* 
on  aecnritlea  andou  current  occounbt  lietweeti  that  diite  and  1890. 
The  present  form  of  «tatcnjent«  includes  under  "current  loana" 
aomewbat  more  than  was  formerly  includnt.  In  every  caac,  hone^'er, 
these  loans  on  hills  discounted  make  up  the  Imlk  ofthc  Iobu  Bccuunt. 
The  private  dcpo»it»  in  the  baolcgi,  payable  oo  'lemam),  on  December 
.V.  t8gs>  *crc  {67,452,397:  deposits  payable  alter  notice  or  on  a  fixed 
day,  1119,667.176. 
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DBC.  JlSt. 

MO.  aiuncs. 

rAID-Ur  CAPITAI- 

KOTB  CimCUUlTIOK. 

DISCOUNTS. 

I84I 

I 

ltt, 380,000 

%         455.000 

%    16,400,000 

1851 

14,480,000 

610,000 

27.800,000 

1 861 

16 

24.410,796 

11,780.364 

39.588,84a 

1867 

28 

33,500,162 

10.102,439 

54.899, 14a 

1873 

28 

57.931-359 

39,016,659 

"9-647,350 

1876 

39 

66,137,315 

33. 275. 701 

122,562.334 

1880 

36 

59,819,603 

37,328.358 

105.587,672 

1885 

41 

61.763,279 

32,363,993 

135,493.660 

IS9O 

38 

60,057,335 

35,006,374 

153,336.184 

I89I 

38 

61,299,305 

35. 634.  "9 

186,590,603 

iSqa 

39 

61.938,51s 

36,194,023 

198,532,160 

1893 

39 

62,099,243 

34.418,936 

300,397,498 

1894 

39 

61,683,719 

32,375,620 

195. 836. 141 

1895 

38 

62,196,391 

33,565.179 

302,068,259 

CHAPTER  XVU. 

THB   BANKS  OV  LATIN  AWKBICA. 

Variety  of  Sy^ttat  is  Mexico  uid  the  Soalbem  Conntries — The  Kx- 
pcricacc  of  CliJle,  Bimzil,  the  ArgcDtine  Republic,  and  XJrtJgiMy, 
with  the  SutpettEion  of  Specie  Pnj'ijiciils — Paraguay  nnd  lh« 
Noctbvni  States — Httitt,  CeDlnil  Auericv,  ami  tbe  Banks  of  llie 
Bnropwi  ColoDics. 


THE  banking  systems  of  tJie  American  States  nnd  depen- 
dciKics  uf  ibe  South  offer  a  great  variety  of  methods 
of  note  i<uue  and  a  great  variation  in  the  safeguards 
thrown  atound  such  issues.  Some  of  the  hanking  systems 
of  Latin  America  have  been  the  (le\'elopment  of  time  and 
experieuce;  others  have  been  framed  as  an  eiitirely  upon 
the  model  of  !«ome  European  system,  sometimes  with  the 
approval  of  emineut  foreign  economists  ;  and  others  are  sim- 
pljr  concessions  by  tlie  gowraments  to  English  capitalists 
who  conduct  the  affaini  of  the  batiks  from  t-ondon.  The 
domestic  systems  of  banking  and  of  cvirreitcy  have  illus- 
trated in  many  cases  the  fact  that  the  best  regulations  do 
not  always  constitute  a  saf^uard  against  UDSOund  banking 
in  countries  where  internal  development  is  rapid,  specnU- 
tion  is  intense,  and  the  conserf'atism  of  fixed  conditions  does 
not  prevail.  Bad  as  have  been  the  results  of  some  of  the 
banking  systems,  however,  their  evils  have  hardly  kept 
pace  with  the  evils  of  go\'eniincnt  paper  currencj*,  which  has 
proved  such  a  fetter  upon  the  prosperity  of  many  South 
American  States.  The  banking  systems  which  have  been 
at  their  worst  have  been  tliosc  which  hove  been  only  covert 
branches  of  the  Treasur>'  or  the  pliant  tools  of  executive 

413 


414 


ms7'0HY  OF  JtfOJ?£/i/V  BAffXS  OF  ISSUE. 


power.  The  banks  foandcd  by  English  capital  have  for  Ibe 
most  part  kept  free  fram  these  entaugtemeiits  and  have  paid 
continuous  dividends  to  ihdr  shareholders.  They  have  not 
escaped  iu  some  cases  serious  losses  from  the  depreciatioa  of 
the  paper  currency  or  the  fall  of  exchange  iu  silver-using 
countries,  but  the>-  hnve  tmttled  against  thefie  evils  with  the 
jntelligence  and  cautiun  which  are  derived  &om  a  kuowlcdge 
of  correct  banking  principles.' 


The  Bonks  of  Mexico. 

The  present  banking  circulation  of  Mexico  is  priudpelly 
suf^lied  by  the  Xatiunal  Bank  of  Mexico,  which  grew  out 
of  the  consul itiation  in  1S&4  of  several  b.anlcs  of  issue  then  in 
existence.  Several  bauks  were  authorized  to  issue  circulat- 
ing notes  under  special  charters  during  the  early  history  of 
the  rcpubUc,  but  only  a  few  survive,  one  of  these  being  an 

'  Tti«  great  EnglUb  banks  wbicb  ilo  liutinoui  In  South  Atnerira.  ja 
veil  ■«  in  Ah)*,  Africa,  anil  \hc  iolaiid*  of  the  »ea,  it  o»c  of  tlic  pa- 
tent in>iruBicnts  of  Itrillsb  coomerdjl  unpirmncj-  in  the  worli)  nnd 
conccnUale  Iht  busincu  of  foreigi)  «xchaiige  in  Londtm.  Sixty  IB- 
corpoTftlcd  bsaks,  Dcarlv  nil  of  Urge  opiUl,  cxift  iu  Lomlon,  ikvotcd 
cxclustvctj  to InlcmatioDBt  liankiuK-  Tbctr  SKKregate  rxpitnt  Ucoin- 
puti-d  ■(  f.t^\,oao,'xo,  in  nddilion  to  ^175.000,000  inmted  b;  privst* 
iMukinK  bmiK9,  and  thvir  ilcpusitH  exceed  fi,aoo,uaD.aoD. — Addma 
of  injrnea  D.  Eddy  before  Naiioual  Auocialion  of  Manufacttucrs  at 
Cliica/p>,  New  York  youmaJ  ofCommeta,  Jan.  34,  1896.  The  Inter> 
national  American  CoufirTcnce,  bcld  at  Vasliiugton  in  1889,  recom- 
mended tlie  creation  of  *n  iBtertialioniil  Americnn  bank.  10  promote 
direct  exchange  tranMctioos  wiUi  &outb  AmericA.  Bills  bovc  beca 
introilnccil  in  several  aacccsaivc  CongrcMC*.  proposinn  llic  incorpora- 
tion of  Bucb  an  iattitntioa,  and  one  is  petidiog  in  tlie  Fifly-fotiflh 
On)grca»i  bat  no  effective  sctioii  bu  yet  been  taken.  It  wa»  auK- 
(csted  by  Secretary  Blaine,  in  bta  letter  to  Preaidest  [lanison.  trana* 
inllting  tbc  repnn  of  tlie  Conference,  in  fnvor  of  Ruch  a  t»nk,  tbat 
llie  volniue  of  tiiulc  vritb  tbc  coimtiica  eoutli  of  tbe  United  States 
■tnonnted  in  1S89  to  ^8i.oos.os7>  o^  wbicb  f  iSi. 058,966  conaiated  of 
iinpocta  of  mercbandiae  into  tbe  United  State*  and  ^71, 958,181  of  ex- 
poru  of  nerdundlse,  npou  wlticb  a  comniiMlon  of  Uirevxinarter*  of 
one  per  ceoL  would  rriwesent  n  banking  cbargr  of  about  flAoajooa. 
— Sen.  I^x.  l>oc.  119,  Piriy-fint  CoBgreM,  tatScM.,  a. 
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Eugtififa  Inslitutioii  caUctl  tbc  Bank  of  I,oatlon,  Mexico,  and 
South  America.  The  National  Bank  of  Mexico  wasfouuded 
maiiiiy  with  French  capital,  and  occupies  substantially  the 
position  of  the  Bank  of  England  in  regulating  the  credit  cir- 
culatiou  of  the  country  and  making  advances  to  the  govern- 
ment. The  capital  is  $20,000,000.'  of  which  forty  per  cent. 
13  paid  up.  The  bank  agreed  at  the  outset  to  advance  from. 
96,000,000  to  ^,000,000  to  the  government  at  six  x>cr  cent., 
Aud  to  culled  a  part  of  the  federal  revenues  for  a  Kinall  cotn- 
missiou.  The  diarter  of  the  bank  runs  for  lifty  years  from 
May  31,  18S4.  The  bank  hu3  the  right  to  issue  uotes  to  the 
amount  of  three  times  the  ca5h  reserve,  which  may  be  held 
in  gold  or  silver  coin  or  bullion.  Their  issue  is  Miper\*ised 
by  two  officers  appointed  by  the  government,  who  affix  an 
oHicial  seal,  indicating  that  the  stamp  tax  has  beeu  paid, 
and  take  note  of  the  cash  iescr\*c,  in  order  to  assure  ihcni- 
seix*es  that  the  law  impasing  a  fixed  proportion  between 
reserve  and  note  issues  is  cooipUed  with. 

The  denotniiuitioiis  of  the  notes  mu  from  $1  to  $tooo  and 
they  are  required  to  be  redeemed  in  silver  coin  oa  demand 
at  the  central  office  of  the  bank  or  at  the  branches  Uirough 
which  tliey  are  issued.  The  iioles  of  the  National  Bank  are 
receivable  for  public  dues  in  cities  where  branches  exist  or 
where  there  are  agents  who  exchange  tlie  notes  for  cuin 
without  discount.'  The  habilitics  of  the  National  Bank  on 
account  of  circulation  on  December  31,  1895,  were  $18,359,- 
346  and  of  the  International  and  Mortgage  Bank  about 
$3,000,000.  The  total  liabilities  of  the  National  fiank  on 
that  date  were  $67,743,288,  of  which  $24,641,661  was  on 
account  of  deposits,  $t, 992,381  on  account  of  reserv'e,  and 
$30,000,000  on  account  of  ca[)ital.  The  assets  included 
$12,000,000  in  capital   not  called  up,  $25,695,037  in  casli 


'  The  Mcxiraii  nDit  is  tbc  dollnr  or  pcKOk  vhlcb  is  wonh  in  gold 
la^S^  txtt  tli«  coODtry  la  oa  ibe  ftilver  tiasU,  wbicli  makes  the  silver 
coin*  worth  only  atx>ut  half  their  nouiiuAl  gold  value.  71i«  amoatit* 
in  tbe  text  ore  cxpresaed  )u  Uexlcaa  ulver  tlolUra. 

'  lAif,  371, 
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items.  S14. 133.038  lu  commerctftl  paper,  and   $11,372,706 

in  debtor  current  accounts.' 


The  Banks  0/  Chile. 

Chile  has  been  m  recent  years  tinder  tlie  doiuiuatton  of 
go\-ernment  paper  mone)'  aud  legal  tender  bank-notes,  in 
spite  of  the  comparatt^'e  wealth  and  prosperity  of  tlie  republic 
among  oilier  South  American  countries.  Free  bankiug 
cxtstctl  in  Chile  up  to  1839,  when  a  law  wa-s  passed  forbidding 
the  creation  of  banks  of  issue  without  the  authority  of  the 
governor  of  the  municipality  or  department  where  they  were 
establiithed.  A  general  refonn  of  the  banking  system  was 
made  by  the  law  of  July  33,  1S60,  under  the  inNptiation  of 
M.  Courcelle-Seneuil.'  This  law  limited  the  inaximum  cir- 
culaliou  to  uDe  and  one-half  times  the  capital  of  the  batiks 
and  provided  tlint  the  notes  should  be  redeemable  in  specie, 
and  fu  case  of  default  should  coostitutca  judgnieat  (^tOres 
exicitloires)  ngaiiist  llic  goixls  and  persons  of  the  proprietors. 
The  issue  of  the  notes  was  plactd  under  the  supervision  of 
the  public  authorities  by  requiring  the  signature  and  seal  of 
the  superintendent  of  the  miut.  Shareholder*  u-ere  liaUe 
only  for  the  amount  of  tlieir  shares,  loans  to  officers  and 
directors  were  re<iuired  to  be  specially  recorded,  and  the 
books  and  cash  were  to  he  open  to  government  inspection.* 
These  regulations  are  still  in  force,  but  the  readjustment  of 
the  monetary  standard  has  led  to  some  recent  changes  in  Ihc 
provisions  govemiug  the  circulation. 

The  suspension  of  specie  {>3yments  in  Chile  was  decreed 
!u  1865,  but  was  brought  loan  end  on  August  31.  1S66. 
Thcspcciebasiswasagain  abandoned  and  forced  legal  tender 
decreed  by  a  law  of  July  sj,  i8;8,  which  fixed  ihcmaximuai 
circulation  at  15,000,000  piasters  (fi j.^oo.oooj,  divided 
among  eleven  banks  which  subttcribed  to  a  new  loan.     The 

'  The  •Blfaor  is  iitttel>tc<l  to  ScBor  Romero,  tbc  >l«>ican  Miiitater  at 
Waafaiiifcton,  fortbcUteat  liKnrrsfto[nthc^7^ar£7<^&M/,Jaa.  J*  >'9i> 
*  livy,  991. 
■  ComptTOlld'i  Report.  1895,  Utter  of  Uinlster  Edward  II.  Stro- 
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government  resorted  to  legal  tender  paper,  issued  directly  by 
the  Trenhur>',  during  the  war  with  Peril,  and  the  atnouiit 
had  riiiCD,  on  January  j,  1881,  1040,000,000  piasters.  The 
baaks.  at  Lbe  outbreak  of  the  rir\'ulutioii  against  President 
Balmaccda  in  i&gi,  had  a  circulation  of  about  15,000,000 
piasters,  upon  a  capital  of  30,000,000  piasters  and  a  rei>erve 
of  6,000,000.  The  cimUation  increased  aflcr  the  fall  of 
Balmaccda  to  20.ocx3,ooo  piasters,  aud  the  government  paper 
money  increased  to  42,000.000  piasters.  The  Junta  cstab- 
h-shed  at  Icjuiquc  during  the  civil  war  proclaimed  liiierty  of 
notei&suen,  andiheBaukof  Tarapaca,  iheraihvaycompanies. 
the  municipality  of  Iqitiquc,  the  principal  cnrpnratious  and 
business  huuscs,  and  even  retail  tradesmeu.  issued  tbtirawn 
notes.  The  notes  were  not  legal  tender  and  the  pnblic  ac- 
cepted those  they  regarded  as  good  and  rejected  those  they 
regarded  as  bad.  but  the  return  of  civil  order  was  followed 
by  the  redemption  of  Uic  paper  in  nearly  e\'ery  cose.  The 
government  made  an  unsuccessful  effort  to  restore  specie 
payments  in  1S93,  by  means  of  a  bond  issue  and  an  adjust- 
ment of  the  standard  to  meet  the  depreciation  of  the  paper 
money.  The  paper  continued  at  a  heavy  discount  and  a 
new  law  was  pushed  through  Congress  early  in  1895.  still 
further  reducing  the  standard.  The  "dollar"  wn-s  made 
the  monetar>'  unit,  but  was  reduced  to  one-thirteenth  part 
of  a  pound  sterling  or  about  36.49  cents  iu  United  States 
gold  coin.  Gold  was  made  the  mot)etar>-  standard  and  uas 
to  be  paid  out  for  paper,  beginning  June  i,  1895.  Resumi*- 
lion  was  begun  under  these  requirements,  but  the  foreign 
exchanges  were  for  some  time  unfavorable  and  gold  was 
largely  exported. 

The  law  of  1S95  pat  a  limit  of  34,000,000  dollars  ($9,000,- 
000)  upon  bank-note  issues  until  December  31.  1897.  appor- 
tioned to  the  paid-up  capital  of  the  banks,  and  provided  that 
the  notes  should  be  guaranteed  to  their  full  amount  by 
deposits  in  the  public  treasury  of  gold,  government  notes, 
municipal  bonds,  treasUT>'  bills,  or  bonds  of  mortgage  banks. 
These  notes  are  to  be  receivable  in  payment  of  taxes  until 
December  31,   1897.     The  uotes  constitute  the  first  lien  ou 
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the  assets,  and  in  case  of  failure  tlie  f«curilics  iit  tlie  treasurj- 
are  lo  be  sold  for  tlie  beueCl  of  tlit  note-holders.'  Tlie  lolal 
drculatioa  of  Uic  Chilean  banks  on  August  jr.  1895.  ex- 
pressed iu  Chilean  money,  mtis  $i9.3a4..3S6,  deposits  were 
$ti4,22S,2S2,  and  gold  holdings nvere  $3,557,695.  The  Bank 
of  Chile,  by  far  the  largest  iiistituUoa  in  the  country,  had 
on  August  31,  1S95,  $10,639,595  in  oatstaading  notes, 
J50.705.626  ill  deposits,  and  a  paid-up  capital  of  $20,000.- 
000.  Its  advances  and  amounts  receivable  were  $64,374,979 
and  its  cash,  indnding  government  notes  and  checks,  was 

$8,995,213- 

The  Banks  of  /iratH. 

The  government  of  Brazil  succeeded  En  1888,  before  the 
overthrow  of  the  Empire,  in  restoring  the  parity  of  the 
paper  currency  based  upon  the  gold  standard.  Tlie  milreis 
was  worth  fifty-four  and  six-tenths  cents  in  United  States 
currenc}',  and  foreign  exchange  was  substantially  at  par. 
The  circulation  at  the  time  of  tlie  full  of  the  Empire  in  iJiSg 
was  about  200,000,000  mitrcis  ($109,000,000)  in  paper.  Two 
banks  were  founded  at  about  this  lime  with  the  support  of 
FreDch  capitalists. — the  National  Bank  of  Braxil  and  the 
Bank  of  the  United  Slates  of  Brazil.  Tbey  had  been  in 
operation  but  a  short  time  when  a  decree  of  President  Fon- 
seca  in  December,  1890,  based  upon  a  report  by  Ruy  Barbosa, 
the  Minister  of  Finance,  atitborized  the  union  of  the  two 
iiistttuLious  under  the  name  of  the  Bank  of  the  Republic  of 
the  United  States  of  Brazil,  with  a  cupital  of  200.000.000 
milreis.  The  new  bank  was  authorixed  to  issue  notes  to 
three  times  the  amount  of  its  gold  reserve,  and  the  charter 
provided  that  the  government  should  grant  the  right  of 
note  issue  in  future  to  no  new  bonks  and  that  the  circulation 
of  existing  banks  should  be  remitted  to  the  new  establish- 
ment att  the  old  ones  surrendered  tlieir  privileges.  Tbe 
existing  banks  of  issue  numbered  six,  with  a  limit  of  cir- 
culation of  166.000.000  railrcis.    Tbe  new  bonk  undertook 

■  Bmiltfin  oj  thg  BMitau  0/  the  Amtwiatn  Re^Uia,  April,  1893, 
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the  Mtircmetit  of  the  goveninient  paper  iiioiicj-.  which  had 
))eeii  ill  circiilatiou  for  some  fifteen  years  mid  still  aiiiouiited 
\a  June,  1891,  to  ]68,ooo,ocx>  milrcia. 

A  new  orgnniziition  was  given  to  the  Bank  of  the  T7niteil 
States  of  Brazil  by  au  Act  of  Dcccinbcr  17,  1892,  under  tbc 
title  of  the  Bank  of  the  Republic  of  Brazil.  The  capital  was 
reduced  from  igo.ocxi.ooo  milreis  to  150,000,000  milreis,  the 
notes  were  made  legal  tender,  and  the  bank  was  pledged  to 
retire  100,000,000  milreis  in  bills  within  the  year  1893. '  The 
circulation  of  the  bank,  including  luterest-beoring  bonds, 
which  were  made  legal  tender  aud  receivable  at  public 
depositaries,  and  including  thecirailatioii  of  other  hank  bills 
assumed  by  the  consolidated  bank,  reached  379, .190, 730  mil- 
reis ($305,000,000)  and  the  government  paper  money  reached 
300,000,000  milreis  ($109,000,000)*.  This  was  the  situation 
early  ia  1893,  but  the  susiiension  of  specie  payments  as  the 
result  of  a  new  civil  war  led  to  repeated  ne^v  issues  of  i>aper 
money  and  o  constantly  growing  premium  on  gold.  The 
pledge  to  retire  paper  money  aud  bank-notes  iu  1893  was 
partially  kept,  only  to  be  followed  by  new  is.-fucs  larger  than 
those  withdrawn.  The  total  circulation  was  tlius  forced  up 
early  in  1S94  to  713,000,000  milreis, ^-of  tbe  nominal  value 
of  $385,000,000  in  United  States  money,  but  an  actual  value 
of  much  less, — but  some  reduction  was  made  during  1S94 
and  1895,  aud  tlie  paper  circulation  was  computed  in  the 
latter  year  at  540, 7 it, 370  milreis  in  bank-notes  and  307,353,- 
652  milreis  in  go\'emment  notes.'  The  statutes  establishing 
the  bank  provide  for  tbe  resumption  of  specie  payments  as 
soon  as  foreign  exchange  has  been  maintained  for  one  year 
at  par  ^yz  as  soon  as  the  ftxccd  Ic^al  tender  of  tlie  bills  shall 
be  suspended.  The  go\'cmment,  however,  has  employed  the 
deposits  of  tbe  bauks  for  war  expeuses  and  resumption  does 
not  jiccm  to  be  at  liand.  Foreign  commerce  has  enjoyed  the 
benefit  which  is  attributed  lo  an  unfavorable  exchange  in 
stimulating  exports,  but  iu  1893  the  rise  of  prices  in  dfspro- 

'  Jtcvtte  ifes  Baifues,  January,  1893.  XI 1.,  193. 

•l^ry,  382-84. 

*AVinif  iffs  Ilaitfuft,  Jaly,  1895,  XIV,,  141, 


420 


HISTORY  OF  MODEKN  BANKS  OF  ISSUE. 


portion  to  wages  drove  Italian  and  otlicr  European  laborers 
oul  of  the  couiitrj'  to  sucli  an  extent  that  coffee  plauliug 
could  uot  cotnmand  the  necessary  number  of  hands.' 


lianking  tk  Argetttina. 

The  forced  legal  lender  of  paper  currency  iii  declared  by 
M.  Uivy  to  have  bcen>  "since  1826.  a  chronic  nialady.  with 
rare  iutcnnissions,  in  Ibc  Argentine  Republic."  *  The  liis- 
tory  of  the  couutrj'  for  the  years  prior  to  thecriHis  of  1890  was 
the  stwy  of  unduly  expanded  credit,  discounting  too  rapidly 
tlic  possi  bill  ties  of  the  future,  which  was  witnessed  in  the 
United  States  in  1S37  and  1857  and  more  recently  in  Aus- 
tralia. The  oldest  bank  of  the  Argentine  Republic  wa.4  the 
Bank  of  the  Province  of  Buenos  Ayres,  which  was  founded 
a^  a  private  bank  in  1822,  but  was  purchased  by  the  State  iu 
1826  from  the  proceeds  of  an  Knglitihloan.  It  was  authorized 
as  a  slate  bank  to  issue  circulating  notes  retleemable  in  a'lver. 
The  issues  were  exces-iiive  and  had  depredated  iti  1868  to  a 
value  of  four  cents  on  the  dollar.  The  bank  was  then  au- 
thorized to  convert  the  notes  into  a  new  is-Mie  and  continued 
in  operation  until  i8(>i.  The  Bank  of  the  Nation  {Jian/o  4e 
ta  Narion)  wafcreated  by  the  .\ct  of  Novemlier  5,  1872.  limit- 
ing the  circulation  to  double  the  paid-up  capital  and  requir- 
ing a  cash  re»cr^-c  of  at  least  one-fourth  of  the  outstanding 
notes.  The  government  sub«eribed  for  $2,000,000  of  the 
capital  stock,  which  was  fixed  at  $5,000,000.*  The  bank 
was  given  continuance  for  twenty  years  and  its  notes  were 
legal  tender. 

The  banking  system  which  was  established  in  1887,  and 
which  broke  down  so  completely  in  1890.  was  j)eculi:ir  in  the 
fact  that  the  circulating  notes  purported  to  combine  the 
double  guarantee  of  rnetaUic  coverture,  so  dear  to  tbc  fram- 

>Lon>loti  Banterf  AfagaTtme,  ^tamarj.  189},  t,V.,  79. 

*  Milaigei  i'i^aiicieii,  386. 

*Tlie  Arxcutlnc  tnoiict^ry  nnlt  U  Uie  poo  (i-9&Sh  equal  to  five 
francH,  bat  iti  valn«  it  fto  necir  lluit  ar  tlic  dollar  lli«t  Arjjnitiur  cnr- 
rciKj  U  oncn  stated  hi  dotlsn. 
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crs  of  the  EiiglUh  Act  of  1S44,  aud  tlie  <xn-eiiuFe  by  means 
of  e\'ideiicc>s  of  the  public  debt,  wliicli  is  the  bnijis  of  the 
iiatioual  banking  system  of  the  United  Stntes.  But  the 
gold  was  bonowcd,  the  issue  of  evidences  of  the  public  debt 
went  beyond  legitimate  currency  rc()uirenicnts  and  the  guar- 
autccs  proved  of  uo  avail  ayainst  inflation,  dtprceiatiou,  and, 
resulting  insohtncy.  The  Bank  of  the  Naiion  was  reor- 
ganized under  the  Guaranteed  Banking  Act  of  November 
3.  1887.  This  Act  authorized  the  ifisue  of  notes  by  any 
provincial  bank  which  complied  with  the  requirement  of  a 
deposit  of  ^uvenimeiit  l>onds.  A  special  issue  of  four  and  a 
half  per  cent,  gold  bonds  was  authorized  by  the  gcaeral 
go\>cnimcnt  as  the  bads  of  tliis  circulation,  and  iu  order  to 
sectire  the  gold  required  to  buy  these  bomls  each  of  the 
pro\Hnces  deniring  a  provincial  bank  sold  abroad  a  special 
issue  of  its  own  gold  bonds.  The  gold  received  was  paid 
into  Ihc  national  Treasury  for  the  national  bonds  and  the 
banks  of  the  provinces  were  authorized  to  issue  an  amount 
of  pa|X'r  money  equal  to  the  bonds  ibas  purchased.  The 
provinces  became  responsible  for  the  issue  of  paper  money 
by  the  respective  provincial  banks.'  A  considerable  sum  of 
gold  was  obtained  by  the  sale  of  bonds,  wliich  resulted  in  a 
great  inflation  of  the  prices  of  property  on  which  loans  were 
made  by  the  banks. 

Bad  banking  and  excessive  issues  wrecked  the  new  sys- 
tem ^\it)iin  four  years,  and  sent  gold  to  300  per  cent,  in 
paper,  in  spile  of  the  security  of  the  note  issues.  Every 
bank  of  issue  susjiendcd  in  iSgi  and  is  still  in  process  of 
liquidation.  Tlie  guaninteed  bonds  issued  to  found  the  sys- 
tem n-erc  estimated  to  be  outstanding  in  1893  to  the  amount 
of  $100,082,965.*  The  inflation  had  been  aided  by  the  issue 
of  paper  mone>'  without  special  guarantee,  but  it  was  the 
opinion  of  the  executive  power  that  the  Guaranteed  Bank- 
ing Act  was  the  cause  of  the  crisis.*    The  government  as- 

'  Comptroller' a  Report,  1895,  L,ettei  of  Minister  M'illiatu  I.  Budia- 
□fln.  596. 
■London  Bankenf  JVtffaHif,  Uarcb,  1S93,  LV,,  40S-16. 
•Uvj,  386. 
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sumcd  responsibility  for  the  outstanding  paper  and  required 
the  surrender  of  the  bonds  and  specie  held  by  the  banks.  It 
was  necessary  to  hare  isome  banking  institution  to  permit 
tht;  continunnce  of  goveniment  finance,  and  the  Bank  of  the 
Argentine  Xation  vias  erected  in  December,  itl^i.  upon  the 
ruins  of  the  old  Bank  of  the  Nntion  and  of  the  provincial 
banks.  The  bank  was  opened  with  a  capital  of  $50,000,000, 
entirely  paid  in  poper.  The  affairs  of  the  old  national  bank 
were  made  ov*er  to  the  new  bank  and  its  shareholders  givea 
a  preference  in  tlie  snhscriptions  to  the  new  stock.  The  bank 
was  allowed  to  issue  notes  to  the  amount  of  seventy-five  per 
cent,  of  the  inteniat  bonds  deposited  as  a  guarantee.'  The 
attempt  to  sell  stock  to  the  public  proved  a  failure  and 
the  ca^tal  of  the  bank  was  furnished  excluavely  by  the 
Treasury. 

BanJti'rtg-  in  Paraguay, 

Flanking  in  Paragiioy  has  been  in  a  somewhat  chaotic  state 
since  the  collapse  of  credit  in  the  Argentine  Republic,  of 
which  the  country-  is  a  near  neighbor.  The  circulation  was 
issued  fur  many  years  b>'  the  National  Bank  of  Paraguay, 
ill  which  the  government  was  a  large  shareholder.  The 
gold  unit  of  value,  prior  to  the  suspension  of  specie  pay- 
ments, was  the  English  pound  sterling,  and  five  paper 
dollars  were  paid  for  £1  in  gold.  The  suspension  of  the 
Kational  Bank  of  the  Argeuttnc  Republic  on  January  i, 
1885,  was  not  followed  at  once  by  suspension  in  Paraguay, 
but  later  in  the  year  gold  went  to  a  premium  of  fifty  per 
cent.  The  National  Bank  had  the  option  of  redeeming  in 
gold  or  silver,  and  rcdecme<]  in  silver  nntii  1889,  when  the 
Hank  of  I'amguny  and  the  River  Plate  was  fonnde<l,  redeem- 
ing its  notes  exclnsiw;ly  in  silver.  ik)th  banks  wert-  sub- 
jected to  a  severe  ma  in  1890.  their  ^U-er  reserves  were 
ie»lnccd.  and  gold  went  to  300  per  cent  tn  paper.  The 
National  Bank  suspended  the  payment  of  its  obligations 
and  aimouuced  that  it  would  be  compelled  to  grant  an  ex- 
tension to  its  customers,  many  of  whom  were  land  owners  of 

■  Loodoti  Jtamken'  Magasine,  ytit^,  1893,  L1IL,  903. 
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Urge  means,  but  unable  to  meet  tbei'r  immediate  obligations. 
The  bank  was  granted  by  law  a  ten  years'  extension  of  time 
within  which  to  collect  its  credits  and  settle  its  debts,  and 
debtors  were  expected  to  pay  their  indebtedness  in  quarterly 
instatmeiits  during  the  ten  years.  The  money  had  ori^oally 
been  borrowed  upon  a  specie  basis,  but  was  tu  be  paid  back 
in  paper.  Even  these  payments  were  not  made,  and  ia 
AuguAt,  1894,  ^''c  bank  agreed  to  accept  fiQy  per  cent,  of  the 
amonnLs  du<.  Many  debtors  paid  under  this  condition,  btit 
the  demand  for  money  drove  up  the  interest  rates  so  sharply 
that  others  were  prevented  from  making  payment  witliio 
the  three  months  allowed,'  The  afTains  of  the  bank  arc  now 
in  process  of  liqnidatiou  through  a  syndicate. 

The  Bank  of  Paraguay  and  the  River  Plate  {Bantc  Para- 
guay ydeia  Piaia)  was  founded  with  a  capital  of  $8,000,000 
in  Paraguayan  money,  worth  at  the  linte  of  its  foundation  in 
18S9  about  66(  cents  to  tlie  dollar  iu  gold,  but  now  worth 
about  eighteen  cents.  The  govemnient  subscribed  one- 
quarter  of  the  capital  through  a  bond  for  ^4.00.000  nego* 
tiated  at  six  per  cent.,  and  receives  five  per  cent,  of  the 
profits  of  the  Bank  of  Paraguay  in  compensation  for  tlie 
privileges  of  liie  charter.  The  present  paper  circulalion  of 
Paraguay  is  about  $5,000,000,  with  a  gold  %'alue  of  about 
$8jo,ooa  The  ouly  provision  now  in  force  for  the  redemp- 
tion of  notes  is  through  the  customs,  of  which  five  per  cent, 
are  set  n-Mde  for  redemption  purposes.  There  is  a  difference 
of  opinion  in  Paraguay  whether  to  destroy  the  notes  thus 
redeemed  or  to  employ  them  in  the  purchase  of  gold.  The 
business  is  managed  by  the  Agricultural  Bank  (Hanco  Agri- 
inV<t),  which  is  an  institution  under  the  entire  charge  of  the 
govemmeut  and  is  governed  by  a  directorj-  of  five  members 
named  by  the  exccutire. 

Banking  in  Vrugtiay. 

Uruguay  was  until  recently  under  the  rSgime  of  free  bant- 
ing and  is  still  upon  the  gold  basis.     There  was  in  drctila- 

'  L«Uerof  Vice^ODSul  EbeuU-  Flagg.  Coniptrollcn'i  Report,  1895, 
9*- 
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lation  a  considerable  issue  of  goveromeot  paper  mone>-,  but 
it  was  eiuirely  withdrawn  ai  the  oiul  of  Seplember,  1892. 
The  country  lias  made  several  experiments  witli  government 
banks,  but  they  liavc  1>cen  mismanaged  and  have  gone  out 
of  existence.  Tlie  National  Bank  was  the  last  of  these 
institutions.  The  circulation  on  Stirtcmbcr  jp,  1893,  WM 
780,000  piasters  (gSoo.ocxj)  and  that  of  the  London  and 
River  Plate  Banl:  was  2,600.000  piasters,  which  was  in- 
creased a  year  later  to  2.940.000  piasters.  The  law  of  March 
23.  1865,  prescribed  uniform  rules  for  the  government  of 
banks  of  issue.  One  of  these  niles  fixed  the  circulation  at 
three  times  the  capital,  but  this  was  limited  in  1870  to  twice 
the  capital  actually  paid  up.'  The  private  banks  in  1895  re- 
nounced the  right  of  circulation  and  it  was  decided  to  author- 
ize 110  additional  banks  of  is^^tie.  The  two  such  banks  now  in 
existence  are  the  London  and  Ri>,-er  Plate  Bank,  owtKd  and 
managed  in  Ixindoii.*  and  the  Italian  Bank  of  the  River 
Plate.  Banks  of  issue  pay  an  annual  patent  tax  of  $2000, 
which  is  twice  the  tax  imposed  on  banks  of  other  classes.' 
The  go\'enimeut  x*  not  a  shareholder  in  any  of  the  existing 
l>anks,  but  is  responsible  for  the  liquidation  of  the  National 
Bank  and  named  one  of  the  three  members  of  the  liquida- 
ting committee  of  the  English  Bank  of  the  River  l*late.* 
Each  bank  is  required  to  redeem  its  notes  in  gold  on  demand. 

'*  Tbu  bank  does  liutincM  in  xevenl  oUicr  Sonlli  American  conn- 
trie*,  bat  its  iiHie  of  cirniUtisK  notes  is  limited  to  Vrngnoy.  Ttie 
capital  of  the  bonk  i»  /'9no^aoo,  anil  the  current  act-ouuUt  ou  Scptcm- 
1*^  yh  1895  were  .f9.719.14s-  Tbc  bank  carried  cash  lo  the  1si){c 
•mount  of  j£'6,oi;,4 1 1.  which  wm  a  rooie  etfrctirc  resource,  in  the 
opinion  of  the  cbairmaa  of  the  lioard  of  directors,  tlian  aiij  form  of 
MKnrliin,  and  bid  mncb  (o  do  wltheuablluK  Ihebanlc  to  weUbeflba 
stono  of  tb«  cruU  in  Argent  tun,  Uniguay,  *n4  Pataffuay,  whkb  kwcpt 
away  m>  mnny  other  hunkinic  iiislitulioDS-^LoRJon  Hankers'  jVdfU- 
«>/,  Januarr.  i?95,  LIX.,  98. 

'  Letter  of  Minister  Granville  Stnait,  Comptroller's  Report,  1895, 105. 

*Tbc  mslileul  of  the  Kv[>uMic  rt^ommcndcd  in  Drcembcr.  1S95. 
llie  crealiot)  of  ii  iil-w  K4tion.1l  Itaiik,  with  a  copitnl  uf  |io,ooo,ooa^  of 
which  a  conftltl  era  tile  p(.>rUon  in  t<]  lie  ■oajflit  in  London.— Loudoa 
lianifii'  Magasiae,  I'eb..  1896,  LXI..  247. 
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Baok-notcs  arc  not  a  legal  tender,  but  arc  a  Hr&l  lien  on  the 
assets  of  the  banks  and  nre  limited  to  a  minimum  tlenomi- 
nation  of  tea  piasters  ($10.30).  The  Italiao  Bank  sliowetl 
local  assets  on  December  31.  1894,  of  $8,798,570,  of  which 
$5.<09,]97  was  in  securities  and  3U96.711  in  cash.  Tlie  lia- 
bilitie*  were  $1,500,000  for  capital,  $851,230  for  circulation, 
aud  %^,  109, 197  for  depueits. 

The  Banks  0/  ike  Northern  Slata. 

Banlcinj  in  Veneznela  is  go\*enied  by  the  low  of  May  7. 
1895,  which  permits  the  creation  of  banks  of  issue  under 
fixed  cooditioiis.  The  notes  are  not  legal  tender  and  can  be 
i^ued  tu  the  amount  of  no  more  than  fifty  per  ceul.  of  the 
paid-up  capital.  The  bank.s  are  requirtd  to  redeem  their 
notes  in  lawful  money  on  demand,  at  the  ceutral  office  and 
the  branches.  Twenty-five  per  cent,  of  llic  capital  of  a  pro- 
posed new  bank  is  required  to  be  held  as  a  cash  re^r^'e.  Tlie 
banks  of  issue  arc  forbidden  to  loan  on  their  own  shares  or 
to  make  loBn&  which  will  lock  up  their  capital  for  over  six 
months.  Balance  sheets  must  be  publt^ibcd  quarterly,  show- 
ing, among  other  things,  the  loiiiis  to  directors  and  oQtccrs, 
and  changes  in  tlie  by-laws  must  be  promptly  communicated 
to  tlie  government.  The  national  executive  is  empowered 
to  appoint  an  inspector  for  each  bank  with  p<Jwer  to  exam- 
ine Ixioks  and  ca.sh,'  The  only  bankain  operation  are  those 
of  Caracas  and  Maracaibo.  Their  circulation  on  Decem- 
ber 31,  1S94,  was  2,382,660  bolivars  ($450,000). 

The  system  of  goveninieiit  paper  currency  which  pre- 
vailed for  many  years  in  Colombia  has  recently  been  a  sub- 
ject of  legislation  with  a  view  to  raising  its  value  and 
permitting  the  creation  of  a  banking  system.  The  law  of 
November  21,  1S94,  provided  for  the  coinage  of  silver  pieces 
of  ten  and  twenty  cents  and  the  retirement  of  paper  notes 
of  the  same  deuomiuations.  The  Natiunal  Bank  was  to  be 
reduced  to  a  section  of  the  Treasury  Depanment  and  its 
commercial  afFairs  liquidated.     The  power  to  isHUc  circulat- 

'  Cactia  Official,  C&ncas,  May  lov  1895,  try  dt  Baaeos. 
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ing  notes  ivas  declared  by  the  new  law  to  belong  exclasively-j 
to  the  nation  and  was  not  to  be  delegated  until  paper  money 
should  be  at  par  with  sih'er.  Banks  of  circulation  estab- 
lished after  these  cnnditions  were  restored  were  required  to 
have  not  less  than  $2jo,ooo  lu  legal  silver  or  gold  money. 
The  limit  of  issues  is  double  the  amount  of  the  metallic 
reserve  and  the  privilege  cannot  be  granted  for  n  longer 
period  than  seven  years,  but  may  be  renewed.'  The  bank- 
note circulation  at  the  end  of  1894  was  $z6,io9.557. 

The  two  leading  banks  of  issue  in  Ecuador  were  until 
recently  the  Bank  of  Bcnador  and  the  International  Bank, 
and  their  notes  were  niaititained  at  par  and  were  preferred 
to  silver.  The  International  Bank  has  recently  been  merged 
with  the  Bank  of  Commerce  and  Apiculture,  established  at 
Guayaquil,  with  a  capital  of  5.000,000  sucres  ($2,5Cx>,ooo). 
The  capital  of  tlie  Bauk  of  Ecuador,  established  in  1867  at 
Guayaquil,  is  2,000,000  sucres.  The  banks  are  allowed  to 
issue  circulation  to  the  amount  of  three  times  llicir  coin 
rcsen'C  in  silver.  They  arc  subject  to  examination  by  gov- 
ernment officials,  but  are  private  corporations  and  the  share- 
holders are  subject  to  no  liability  beyond  their  investment.* 
The  outstanding  circulation  is  about  4,500,000  sucics. 

Several  banks  of  circulation  exist  in  B<divi&  and  issue 
notes  under  legal  regulations.  The  National  Bank  of 
Bolivia  is  located  at  Sucre  and  has  a  capital  of  3,600,000 
bolivars  ($2,600,000).  The  Francisco  Argandona  Bank  at 
Sucre,  founded  in  1893,  has  a  capital  of  100,000  buli\-ar5. 
The  Bank  of  Potosi  is  also  a  bank  of  issue.  Tbc  circulation 
of  the  Nation.il  Bank  on  June  30,  1893.  was  3.532,000,  boli- 
vars and  of  the  Francisco  Argandona  Bank  on  Dcccmlxr  31, 
1S93.  393,000  bolivars.  The  metallic  resen-e  iu  each  cue 
was  alHiut  one-fourth  of  the  circulation.* 

There  are  no  banks  of  issue  in  Peru,  but  the  existing  dis- 

*  Memliily  BmiMin  of  tht  BnrecK  t>f  the  AtnrrUan  ffrfmblia,  Feb- 
luary,  i8«5.  It.  5ro-7». 

*  Compttoller**  Report.  1S95,  LeUcr  of  Mioixvr  Jamu  D.  TtUntao, 

•Wvy,  279, 


TUB  BANKS  OF  LATIN  AMERfCA. 


427 


count  banks  btJd  govcmractit  paper  money  in  their  casli 
reser\'es.  This  money  wis  issued  to  the  amount  of  100,- 
000,000  soles  ($100,000,000)  during  the  war  with  Chile,  but 
has  been  largely  retired,  lenving  actiiftl  transactions  to  be 
carried  on  in  silver.  The  banks  arc  permitted  to  establish 
branches  and  are  required  to  pay  &ve  per  cent,  of  their  net 
profits  ns  R  patent  tax. ' 


Tic  National  Bank  of  Haiti. 

"The  exclusive  privilege  of  issuing  bills  to  bearer,  payable 
in  specie  on  p^c^cntatjon,"  was  conferred  chi  the  National 
Bank  of  Haiti  by  the  decree  of  the  2^atiotial  A:>seuibly  of 
April  I,  1S80.  The  Bank  was  founded  by  Freuch  capital- 
ists, with  a  capital  of  10,000.000  francs  ($2,000,000).  and  its 
privileges  were  conferred  for  fifty  years.  The  charter  re- 
quired the  coin  reserve  to  equal  at  least  one-third  of  the 
circulation  and  made  the  notes  legal  tender  throughout  the 
republic.  The  founders  of  the  bank  secured  from  the  gov- 
ernment a  pledge  to  adopt  a  national  currenc>-  and  this  was 
dotie  by  making  the  gourde  the  unit  (equal  to  five  French 
francs)  and  providing  for  gold  and  silver  coinage  at  the  Paris 
mint.  The  government  went  further  and  violated  the  privi- 
leges of  the  hank  by  issuing  a  national  paper  currency. 
amounting  to  1,000,000  gourdes  in  iS!)4,  and  eventually  to 
6,300,000  gourdai,*  The  amount  ha."*  been  iwniewhiit  re- 
duced, but  has  in  the  meantime  deranged  the  financial  s\-s- 
tem  and  substantially  deprived  the  bank  of  the  power  of 
issuing  its  own  notes.  The  bank  was  required  by  a  law  of 
September  29,  1892,  to  issue  notes  of  one  and  two  gourdes 
on  account  of  the  goveniment.'  More  recently  (in  1895) 
the  National  Assembly  has  authorized  a  loan  for  50,000,000 
francs  in  Europe,  with  which  it  is  proposed  to  establish  the 
gold  standard.    The  National  Bank  manages  the  public  debt 

'  CotnpLroller'a  Report,  1893,  Letter  of  Richnnl  R.  NcUl.  Chnrg^ 
d'  Alfoires,  94. 

<  Co«DptroU«r's  Report,  1895,  L«ttwof  Minister  John  R  1'«tU,  S6. 
»  Mvj,  274. 
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and  is  exempt  from  taxation  upon  its  property  and  notes. 
None  of  its  owii  notes  have  been  in  circulation  during  tlic 
recent  paper  money  regime,  but  the  bank  has  done  a  consid- 
erable discount  business  through  tieveral  bmuches.  Oik  of 
the  branches  is  at  Paris. 

San  Domingo  also  has  a  National  Bank  endowed  n-ith  the 
power  of  note  i^ue  and  in  1894  adopted  the  gold  standard, 
with  the  United  States  dollar  &&  the  niouetar>'  unit. 

T^e  Batikt  of  Cmtral  Atiurica, 

The  republic  of  SaU'ador  contains  fii-e  banks  of  issue, 
with  special  charters  granted  by  the  goveniment,  under  the 
provision:!  of  a  general  law.  The  banks  are  allowed  to  issue 
notes  to  the  amount  of  twice  their  sub<9cribed  capital,  but 
are  required  to  hold  forty  per  cent,  of  the  amount  of  the 
circulation  in  silver  coin.  The  Industrial  Itank  is  required 
to  licdd  a  re9er\-e  of  fifty  per  cent  against  its  notes,  but 
thirtj-  per  cent,  of  the  mortgages  held  may  be  counted  as 
the  equi%'alent  of  coin.  Notes  are  redeemable  in  silver  coin 
on  demand.  The  five  banks  in  operation  arc  the  Interna- 
tional Hunk  of  Salvador,  with  a  capital  of  $3,000,000 ;  *  the 
Western  Bank  {^Baaeo  Otcidenial'),  with  a  capital  of  (a.ooo,- 
000 ;  the  Salvadorean  Bank  {^nanro  Saivadortno)  with  a 
capital  of  $3,ocx>.ooo;  The  Industrial  Bank  of  SaU'ador 
{Banof  Industrial dei  Salvador),  with  a  capital  of  $2,000,000  ; 
and  the  London  Bank  of  Central  America.  The  latter  in- 
stitution has  only  a  branch  in  Salvador,  and  tlic  prujxirtian 
of  the  capital  there  employed  is  not  absolutely  fixed.  The 
aggregate  circulotioa  of  the  four  domestic  banks  is  about 
fc.ooo.ooo.* 

The  oidy  bank  in  Nicaragua  is  the  London  Bank  of  Cen- 
tral America,  Limited,  whose  head  oflBce  is  in  London.  Tlie 
bank  was  founded  in  1888,  with  a  nominal  capita]  of  j^6oo,- 

'  The  monctarjr  nnit  in  Centra)  America  fa  the  pcno,  ae«rlr  eqnal 
at  ttie  old  parity  or^old  atid^ilvrt-totlir  Utiitnl  Slate*  dnllar,  liatihe 
depTccisUoB  of  ailvvr  makn  Iti  prMcnt  Ixtllion  value  alMUi  Jp  ccnlk, 
Mo*t  of  the  sums  ttiitnl  in  ilolUts  riTpfomt  pc-«o«. 

*  Cotuptroller'fi  Report  1995.  Letter  of  Minislcf  Lewia  Baker,  99-tat. 
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000,  uKder  the  name  of  the  Bank  of  Xicaragtia,  but  only 
19,567  of  tile  60,000  shnres  have  been  issuwl  and  ouly  fifty 
per  cent,  has  tx*n  paid  up  on  these.  The  sharcliolders  are 
liable  only  for  the  amouut  of  their  slock,  and  government 
officials  have  the  right  at  atiy  time  to  make  au  inspection  of 
the  books  and  cash  of  the  bank.  The  reserve  is  required  to 
be  kept  in  silver  and  must  equal  forty  per  cent,  of  the  out- 
standing circulation.  The  bank  iii  not  subject  to  special 
taxes  and  has  the  privilege  of  using  the  national  railway, 
steamsliip,  telegraph,  and  telephone  line^;  without  charge.* 
The  notes  of  the  bank  are  registered  in  the  State  Treasury' 
and  amounted  on  December  31,  1894,  to  .^99,369,  The  de- 
posits and  current  accounts  were  ^£(19.731,  and  the  rcscr\x 
funds,  including  ;{^i  s.ooo  to  cover  depreciation  in  exchange, 
were  ^^23,734.  The  cash  in  hand  was  ^^154,075 ;  bills  re- 
ceivable, j^88,j36,  and  loans,  ^68.758. 

Semi-annual  reports  are  rcfjuired  of  banks  of  issue  in 
Guatemala  and  the  government  designates  experts  to  make 
periodical  examinations  of  their  books,*  A  cash  reserve  of 
fifty  to  sixty  per  cent,  is  usually  required  to  be  held  againut 
notes,  but  the  cliarters  granted  have  not  been  uniform  in 
their  requirements.  The  four  existing  banks  of  issue  are 
tbelnteniational  Bank  ;  llie  Conimerci.il  Bank  of  Guatemala  ; 
the  Colombian  Bank,  wiih  a  paid-up  capital  of  1.630,000 
pesos ;  and  the  Bank  of  the  Occident,  with  a  paid-up  capital 
of  1,500,000  petofi.  The  International  Hank  had  acirctdatlon 
on  December  31.  1854.  of  fa. 539,747  :  deposits  and  current 
accounts,  $3,668,270;  reserve  fund.  $950,000  ;  cash.  $3,878.- 
5S4 ;  discounts  and  advances,  £4,^0.608.  The  bank  also 
holds  among  its  securities  $382,190  in  British  Consols  and 
United  Stales  four  per  cent,  bonds.'  The  Colombian  Bank 
had  a  circiJation  on  Tlecembcr  31.  1894,  of  $434,112;  the 
Commercial  Bank,  $1,220,011 ;  and  the  Bank  of  the  Occident, 
$1.408.039. 

'  ConipWoll«r**  Report,  1893,  Letter  of  Silinnter  tvcwis  Bflker,  itA. 
'Compurollcr's  Repon,  lAcKSi  "ixXXKt  of  D.  I.^-nrti  Pnniclc,  Cbarg^ 
d-Affitirea,  85. 

■Ivoadon  Bank^rt'  Magasim,  Hay,  1S95,  I.tX,  j}^. 
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Costa  Rica  has  both  government  paper  money  and  bank- 
notes iu  circulitioQ.  The  latter  are  issued  chieQy  by  llie 
Bank  of  Costa  Rica,  which  has  a  capital  of  $1,155,000  and 
a  circulation  of  about  ^3,500,000.' 

The  Bants  of  Europeatt  Colonies. 

The  banks  of  issue  of  the  French  colonies  in  America 
were  aulhorired  by  laws  of  the  republic  passed  in  1849, 
which  put  them  under  the  supcr\-isjnn  of  the  home  govern- 
ment and  under  certain  general  regiilations.  These  hanks 
were  authorized  to  issue  notes  uo  smaller  than  25  francs  ($5) 
until  [S74,  when  the  law  of  June  34th  reduced  the  limit  to 
five  francs  ($0-  *^^^  circulation  was  limited  to  three  limes 
the  metallic  reserv-e  and  the  Uabililiea  were  not  permitted  to 
exceed  three  times  the  capital.  The  Frcucb  colonial  banks 
have  n  common  agenc>'  at  Paris;  under  the  superi'isioD  of  the 
Minister  for  the  Cc4oiues.*  The  Bank  of  Martinique  and 
the  Bank  of  Guadeloupe  were  each  established  in  1853.  with 
a  capital  of  3,000,000  francs,  while  the  Bank  of  French 
Outnna  was  foiuided  in  1855  with  a  capital  of  300,000  francs, 
which  was  increased  in  1H64  to  600,000  francs.  The  two 
older  bonks  have  loaned  largely  on  the  growing  crops,  which 
hashrouBht  them  difficulties  and  losses  in  years  when  the 
crops  liave  failed,  but  has  contributed  greatly  to  the  coo- 
veniencc  of  the  community.  The  Bank  of  Guadeloupe  has 
a  circulation  of  about  7,000,000  francs ;  the  Bank  of  Nfar- 
tinique,  6,000,000  francs  ;  aud  the  Bank  of  French  Guiana. 
:,6oo.ooo  francs.'  The  Bank  of  Guadeloupe  paid  a  dividend 
in  1894  of  twenty>oite  per  cent,  on  the  nominal  capital,  aud 
the  management  proposed  to  reduce  the  rate  on  loons  on  the 
crops  from  six  to  four  per  cent.' 

The  bank'Uote  circulation  of  the  British  West  ladies  and 
of  British  Guiana  is  largely  furnished  by  the  Colonial  Bank, 
with  headquarters  in    London    and  fifteen    branches  and 

'CounoU,  I90~9(. 
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agencies.  The  bank  was  chartered  by  the  British  govcru- 
mcnt  ill  1836  and  ihc  charier  was  renewed  in  1856.  The 
paid-up  catntiU  is  ^600,000  and  the  total  liabilities  on 
June  30,  1895,  were  ^^+-759.642.  of  which  /452.671  was 
on  account  of  circulatiou,  Xi>7Mt34^  on  account  of  deposits, 
and  ^t. 794,963  for  bills  payable  and  other  liabilities.  The 
discounts  were  ^1,771,084;  bills  recei^-able, ^1.464,296.  and 
specie  X4i9,988. '  Mr.  Muhleman  distributes  the  circulation 
among  Uie  various  colonies  as  follows:  Jaiuaica.  $900,000; 
British  Guiana,  ^300,1x0  :  Trinidad.  $500,000;  Barbadoes, 
$160,000;  others.  $340,000.*  The  Nassau  Bank  furnishes 
a  part  of  the  circulation  in  tlie  Bahamas,  based  upon  coin 
and  British  and  United  States  bonds,  and  the  British  Guiana 
Bank  provides  a  part  of  the  circulation  for  the  colony  for 
u'hich  it  is  named. 

The  Spanish  Bank  of  Cuba  has  pro%-idcd  the  paper  circu- 
lation of  the  largest  island  of  the  West  Indies,  The  gov- 
ernment utilized  the  bank  during  the  insurrection  sc\'enil 
year*  ago  for  the  issue  of  legal  tender  paper  ou  government 
account,  hut  this  paper  was  withdrawn  in  1893.  The  capital 
of  the  bank  is  8.000,000  piasters  ($7,400,000).  Porto  Rico 
also  has  a  bank  of  issue,  known  as  the  Spauhsh  Bank  of 
Porto  Rico.  The  institution  was  founded  in  1S91  and  has 
a  circulation  of  about  1.500,000  piasters.' 

Dutcb  Guiana  is  provided  with  a  circulation  of  about 
1,000,000  florins  ($400,000)  by  the  Bank  of  Surinam.  St. 
Thomas  also  has  a  bank  of  her  own, — the  Bank  of  St. 
Thomas,  which  issues  notes  In  terms  of  dollars,  running  as 
lov  aa  %i. 

*  Ijondon  Banters^  !^agiainr,  Fcbnuiy,  i3q6.  LXI.  193. 

*  Monetary  ^sUms  a/ thi  U-'orld,  113. 
'Liry,  376. 


CHAPTER  XVm. 

BANEIXO   IH  AFRICA  AND  THB  BAST. 

Tbe  Earl7  Bauking  Experience  or  India  and  tbe  PrMent  Paper  Cnr- 
leacy— Tbe  BanViug  Sj'Ctcm  of  Jnpan  and  the  Bcginninf;  of 
BankitiK  In  Cliina— The  Bank  of  PcntA— The  Recent  Fnilurcs  in 
Amtnilia— Tbe  Mumtenancc  of  the  Gold  Slandaid  in  Java— Tbe 
Colonial  Bonks  of  Gteat  Bfitaiu,  Fraoce,  Spain,  and  Pottugal. 


THE  banking  experience  of  the  continents  of  Africa  and 
Asia  aud  of  the  great  islands  of  the  Pacific  (^ers 
much  that  is  of  interest  to  the  Ennncial  student  and 
historian,  in  spile  of  the  comparatively  recent  creation  of 
some  of  the  banking  systems.  The  influetice  of  British  capi- 
tal and  Rritish  modcLs  is  more  apparent  even  than  in  Latin 
America  In  the  financial  system  of  nritish  India,  In  the  great 
Colonies  of  Auslnilia  and  in  the  iustiuitions  nhich  handle 
exchange  with  South  Africa  and  the  free  ports  of  China. 
The  histoiy  of  the  independent  banking  systems  of  the  East 
is  of  peculiar  interest  also,  because  it  has  put  to  the  test 
certain  ecouoniic  theories  under  conditions  which  could  not 
have  been  found  under  the  complicated  and  conscr^'ative 
financial  management  of  European  nations.  One  of  the 
roost  interesting  of  these  cxpcriraents  is  that  condticted  for 
nearly  twenty  yenrs  in  the  Island  of  Java,  under  Dutch  con- 
trol, where  values  have  been  maintained  upon  the  gold 
standard  and  sih-er  coins  have  been  kept  at  parity  with  gold 
b)-  means  of  the  abisolutc  limit  put  upon  their  amount,  vrixh 
scarcely  a  gold  guilder  in  drcnlation  and  a  merely  nominal 
supply  of  gold  in  tbe  reserves  of  the  Bank  of  Java.  Equally 
interesting  protmscs  to  be  the  expcricno:  of  China,  whose 
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iiativc  bankers  and  great  English  companies  are  soon  to  en- 
connt«r  the  rivair)'  of  a  bank  under  Russian  influence,  whose 
example  is  likely  to  invite  otlier  couipetitots  to  enter  the 
field. 

Banking  in  India. 

The  Issue  of  circulating  notes  through  the  medium  of 
banks  was  brought  to  an  end  in  India  in  1861,  but  prior  to 
that  date  tliere  was  a  flourishing  system  of  banks  of  issue. 
Banking  in  India  in  the  early  days  of  European  supremacy 
was  subject  to  no  fixed  regulations.  Tlic  bulk  of  the  busi- 
ness was  transacted  for  many  years  by  the  "  agency  hou.ses," 
foundetl  by  civil  and  military  employees  who  had  retired 
from  the  active  (service  of  the  East  India  Company  to  go  into 
private  business.  They  made  loans  to  the  company  at  a 
high  rate  during  the  latter  part  of  tlie  lost  centur>',  but  the 
rate  bad  fallen  by  1S13  to  six  per  cent,  and  the  debt  had 
risen  to  ^27,000,000,  Some  of  these  bouses  became  very 
pontrful,  but  large  investments  in  industrial  establishments, 
which  suffered  many  failures  in  tSaS,  1829,  and  iS^o,  cau:^ 
their  downfall.  The  total  liabilities  of  the  six  agency  houses 
wbicli  failed  from  1830  to  18,^4  were  estimated  at  over  .^17,- 
000,000  and  one  of  the  largest  paid  little  more  than  three 
per  cent.* 

The  era  of  responsible  banks  began  after  tlie  crisis.  The 
Bank  of  Bengal  had  been  founded  as  early  as  1809,  but  its 
charter  was  renewed  in  1S40;  a  charter  was  i»;ucd  in  the 
stuue  year  to  the  Ilauk  of  Bombay,  with  a  capital  of  ^525,- 
000  ;  and  a  charter  was  issued  in  1842  to  the  Uauk  of  Madras. 
The  private  banks  had  been  allowwl  to  issue  notes  and  this 
was  true  also  of  the  Uuioii  Bank  of  Calcutta,  founded  in 
1829,  and  the  Bank  of  Agra.  The  Bank  of  Bengal  in  1854 
refused  to  receive  the  notes  of  the  Union  Bank  or  any  of  the 
new  concerns,  and  the  Union  Bank  went  down  in  the  crisis 
of  1S46.    The  Bank  of  Western  India  was  founded  in  Bom- 

*  J.  W.  MAcLelUn,  in  London  Bankers'  Magatine,  January,  1S9), 
LV..  55- 
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bay  in  1843,  opened  branches  in  Calcutta,  Ceylon,  and 
Canton,  and  became  tlie  Oriental  Bank  in  1S45.  This  bank 
secins  to  have  inaugurated  the  business  of  circuitous  ex- 
change, and  eucouutercd  the  unsuccessful  hostility  of  London 
houses  and  the  Hast  India  Company  when  it  sought  a  royal 
charter  in  1850. 

The  discover}'  of  gold  in  Australia  led  to  the  projection 
in  Londou  of  muny  new  banks  for  foreign  business,  but  it 
soon  appeared  that  there  was  already  a  sufficient  banking 
capital  invested  in  India.  The  Bank  of  Bombay  found 
legitimate  discount  business  so  dull  that  the  directors  «»• 
denvored  to  obtain  a  uiudificattou  of  their  charter  which 
would  pvruiit  tlictn  to  engage  in  exchange  business  in  and 
out  of  India.  The  directors  proposed,  if  this  were  granted, 
that  the  limit  of  note  issues  should  he  reduced  from  ^2.000,- 
000  to  £1,000.000.  The  actual  circulation  was  only  ^400.000. 
and  the  government  refused  to  assent  to  the  proposal. 

The  banks  of  the  three  great  presidency*  towns  had  a  cir- 
culation in  i860  amounting  to  £7.7\i,\7\,  with  current  ac- 
coimts  of  only  ^1.855,293.  The  circulation  increased  by  the 
spring  of  1861 10^3,081,5^,  nf  whicii /i, 85 1.627  was  issued 
by  the  Bauk  of  Bengal,  ^1,006,460  by  the  Bank  of  Bombay, 
and  ^(^333,512  by  the  Bank  of  Madras.  Each  bank  was  re- 
quired to  keep  in  its  vaults  cash  equal  to  one-fourth  of  all 
outstanding  deniaud  liabilities.  No  complaint  had  been 
made  up  to  this  time  of  the  manner  in  which  these  banks 
conducted  their  business,  but  it  was  thought  that  a  profit 
might  be  made  by  the  government  out  of  the  issue  of  notes.' 
The  proposition  to  take  the  power  of  issue  away  flora  tite 
banks  was  discussed  as  early  as  April  37, 1859,  ia  a  despttch 
from  I^rd  Canning,  and  was  embtxiied  into  law  in  1861. 
The  record  of  the  banks  was  less  cretlitabic  after  the  loss  of 
the  power  of  note  issue.  The  Bank  of  Bombay,  which  had 
been  so  carefully  conducted  for  twenty  years  tliat  lis  groM 
losses  were  computed  at  only  ^'2,500,  obtained  a  new  char- 
ter in  1863,  sweeping  away  most  of  the  restrictions  on  iLi 


'  IvondoB  S^nitrt'  Maxariiu,  April.  1893,  LV.,  ^i 
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operations  and  permitiing;  an  increase  of  tlie  capilal  by  June, 
1864.  to  /2,O9O,oo0l  Another  crash  came  in  1866,  follow- 
ing the  news  of  the  failure  of  Overend,  Guniey,  and  Co.,  in 
London,  and  the  Bant  of  Bombay  lost  in  Uiree  years  ^2,046,- 
898,  and  was  compelled  lo  wind  up.'  A  new  Bank  of  Bom- 
bay was  formed,  and  in  May,  1868,  the  liquidator  staled  that 
/l,889,993of  the  capital  of  the  old  bank  had.  beeu  lost.  The 
great  presidency  banks  are  still  important  factors  in  the  finan- 
cial aflairs  of  India  and  usually  hold  iti  their  reser%'c<>  from 
j.ooo,oc*3  lo  4,000,000  rupees  in  government  notes,' 

The  power  to  issue  notes  was  withdrawn  from  the  three 
banks  by  Act  XIX.,  of  1861,  and  a  paper  currency  estab- 
lished under  government  supervision,  upon  substantially 
tlie  same  basis  as  that  of  the  issue  de])arlmeiit  of  the  Bank 
of  Kuglaud,  if  entirely  separated,  from  the  baakiug  dcpart- 
tnent.  Some  changes  were  made  in  the  law  in  JS93.  but 
they  were  principoUy  such  as  were  retjuired  by  the  suspcii- 
aioti  of  the  free  coinage  of  silver.  The  circulation  based 
upon  sccnritics  is  80,000,000  rupees,  and  the  interest  upon 
iheie  securities,  which  amounted  to  3.453,284  for  the  year 
ending  March  31,  1895.  '*  covered  into  the  Indian  Treasury. 
Tlie  remainder  of  the  circulation  is  represented  by  coin.  The 
average  gross  circulation  for  the  year  cnilitig  March  31,  1S63, 
was  44,194,385  rupees,  which  increased  in  1869  to  101,455.- 
327,  in  1873  to  128,640,267.  in  1879  to  131.905,084,  in  1883 
10151,807.113.10  1889  to  164,316,288,  in  1S93  to  354,362,371, 
in  1893  to  270.995,630,  in  189410  282.915,237,  and  in  1895 
to  3it, 111,406  rupees.  A  considerable  proportion  of  these 
notes  is  held  in  the  treasury  olSces  and  the  ^nnk  reserves, 
so  that  tlie  average  circulation  in  the  hands  of  the  public  In 


'  J.  W.  MacI<cItBn,  in  I.oodoa  Hanten'  iifagazine.  Vtitiraaxj,  1893, 
LV..  333-34. 

*  Ttic  amoani  tlitn  hdd  on  March  31,  1893,  was  i,6[o.ooo  nipecs, 
but  the  moatlily  xverage  fertile  yc«r  was  3,740.000  rapees. — Report 
from  FIe»d  ComwisMOoerof  Papw  CiirrCTcy,  CaleutU,  Jalyi4,  1893. 
Tlie  rupee  wwi  worth  iilwnt  forty^ight  cent*  in  United  States  cur- 
rency when  siJter  win  at  parity  wHb  gold,  but  it  is  now  wortli 
about  tM-cal)'-lwo  ccabh 
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1895  16  calcalalfiil  bv  the  head  comnnssaDcr  al  iS5.'OOQ,ooo 
rtgwes.  T3ie  ■maT-itntini  oT  the  rear  vas  aca^otxxooo  aa  De- 
oembcx,  1894,  and  tlie  minimtan  i6S,4oo,oc»  ia  Apiil,  189^ 
p **t*^<i t4 if«n«,  inrjivlitig  tliose  TTTwnpiishfd  hv  tix  faansfcj 
of  notes  Letireen  tnasmy  btancfaes,  are  mncji  sksc  rajod 
than  for  Uie  paper  mooey  of  the  United  Slates.  faa-rxQ^ 
reached  1,002,356,925  mpees  dnring  1S95.  or  more  than 
three  times  the  cinmlatiofL  The  new  cnirency  has  pos- 
sessed perfect  secant}'  and  has  obviated  the  neofstaty  for 
large  trans&rs  of  silver  cxnn,  but  it  has  laded  the  eSemcot 
of  ^asticily  and  has  lestricted  the  expansioa  erf"  banting 
bustneu  in  India.  The  total  lialxlities  of  the  three  banks 
which  formerly  issued  ncrtes  have  increased  in  no  sach  pro- 
porticms  as  the  liabilities  of  banks  in  other  cotmtiies,  and 
interest  rates  in  India  have  averaged  much  higher  than  in 
conntries  possessing  a  banking  ciirFenc>-.* 

The  suspension  of  free  coinage  in  India  in  1893*  was  an 
attempt  to  arrest  the  downward  course  of  the  alrer  rupee. 
by  giving  it  a  scarcity  value.  Tbe  commission  which  on- 
bidered  the  snljject  recommended  that  an  exchange  rate  of 
(jtv:  shilling,  four  pence  ''32  cents),  be  fixed  by  the  offering- 
<j{  Council  bills,  sold  by  the  government  in  London,  at  that 
rait.  TJic-  exijerience  of  the  Netherlands  and  the  Bank  of 
Java  it)  thus  putting  an  arbitrary'  gold  value  on  silver  token 
c^in*!,  and  the  success  of  Austria- Hungary-  and  Russia  in 
maintaining  their  cre'lit  paper  and  silver  coins  above  the 
bullion  value  of  silver,  were  tbe  models  of  the  new  Indian 
j»Iif,y,  The  p'jlicy  was  not  at  once  successfub  Rupee 
pajK-r  would  not  bring  sixteen  pence  and  the  government  was 
e%-entually  compelled  to  sell  it  for  what  it  would  fetch.  The 
verj-  fact  that  the  government  succeeded  in  raising  the  value 
of  the  coined  rupee  somewliat  above  its  bullion  value  operated 
to  counteract  the  effects  of  this  success.  Silver  coins  began 
to  pour  out  of  private  hoards,  to  be  replaced  (if  replaced  at 
all;  by  silver  bars.  A  curinus  proof  of  this, — and  a  pre- 
sumptive proof  that  the  silver  circulation  expanded  in  spite 

'  I.onrton  iJanten'  .yfagazinr,  April,  1S9J,  I,V..  =4^. 

'  Tor  further  reference  to  this  subject,  see  Chapter  XXII. 


BA.\'KING  y-V  AJ-'KJCA  ASD    TUB   EAST. 


437 


of  the  suspension  of  coinage, — is  afforded  by  the  fact  that 
coins  of  old  coinages  constituled  in  1895  n  considerably 
larger  proportion  of  tlie  ainouuts  received  at  guveniment 
treasuries  than  in  fonucr  years.  The  i>crccntagc  of  the 
coins  ofWiJliani  IV.  increased  from  1.47  per  cent,  of  the 
total  ill  1894  to  1.54  in  1895  ;  coins  of  1840,  first  issue,  from 
4.0  104.4  ;  second  issue,  from  10.99  '*^  i>-^3  :  and  other  issues 
up  to  1SS2,  with  few  excepLtons,  showed  an  increase.' 


BanHt^  in  Japan. 

Japan,  after  experimenting  with  govcmracnt  paper  money 
and  local  banks  issuing  notes  ou  the  evidences  of  the  public 
debt,  has  adopt(>d  the  system  of  a  single  great  bank  of  issue 
governed  by  regulations  similar  to  those  of  the  Imperial 
Bank  of  Germany.  Paper  money  was  in  use  in  Japan  for 
many  generations,  but  it3  rcocut  history  dates  from  1867. 
That  year  was  marked  by  the  <»vertUrow  of  the  feudal  sys- 
tem, wliich  had  long  prevailed  in  the  Empire,  and  the 
restoration  of  the  power  of  the  Mikado.  It  was  considered 
necessary  to  continue  the  circulation  of  the  existing  paper 
money  in  order  to  pay  the  indemnities  granted  to  the  feudal 
lords  for  the  sunvnder  of  thi-ir  privileges  and  tlieir  land 
taxes.  K  new  form  of  paper,  bearing  the  traditional  emblems 
of  the  Empire,  waa  adopted  and  acquired  a  more  general 
circulation  than  the  old.' 

The  local  Imnks  were  authorized  under  the  name  of 
national  banks  by  a  law  of  1872.  The  law  was  passed 
largely  to  prevent  the  fall  in  value  of  the  go\*eninient  paper 
money,  and  the  redemption  of  the  paper  was  partially  pro* 
vided  for  by  the  issue  of  gm*emment  stocks.  The  banks 
were  required  to  purchase  the  slocks  in  order  to  issue  circu- 
lating notes  and  were  at  first  required  to  redeem  their  notes 
on  detDand  in  gold.  The  depreciation  of  sih'er  and  the 
excess  of  paper  caused  such  a  persistent  demand  for  the 

*  Mr,  P.  C.  Ilorrisoa,  in  Report  ironi  the  Head  Commiasioncr  of 
Pupec  Cufrenc;-,  CalcutU,  JuIt  34,  1895,  39-49- 
■  O.  Bol*«oiia(lc,yp«r«i>'  4*t  EancmisUs,  S«pt,.  189s,  410. 
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conversion  of  tbe  notes  that  the  banks  were  authorixed  in 
1876  to  redeem  in  govenmieiil  paper  money.  The  capital 
of  these  banks  was  allowed  to  consist  of  auy  form  of  govern- 
ment stock,  and  tlie  banks  were  required  to  place  this  stock: 
in  tUc  custody  of  the  government.  recciWng  80  i>cr  cent,  of 
the  amount  in  paper  money.  There  was  almost  a  mania  for 
new  banks  between  1876  and  1879  and  the  number  va  opera- 
tion at  the  close  of  the  latter  year  was  15^1.  Paper  fell  in 
[877  forty  per  cent,  in  relation  to  silver  mid  fifty  per  cent,  in 
relation  to  gold,  and  the  situation  was  made  worse  by  the 
issue  of  27.000,000  yen  in  goi-eromeot  notes  to  pay  the 
crtpcnscs  of  putting  down  the  rclwllton  of  1877-78. 

A  new  effort  was  made  in  1878  to  bring  order  into  the  dis- 
ordered financial  system  by  the  suspension  of  furilier  issues 
of  paper,  the  issue  of  short-term  treasury  bonds  bearing  in- 
terest, exchangeable  for  go\Tmment  notes,  and  the  issue  of 
long-term  bonds  bearing  interest  at  se^-eu  per  cenL  and  paya- 
ble in  silver.  It  \vas  announced  that  the  redemption  of  a 
portion  of  these  bonds  annually  would  tie  nccnmpanied  by 
tbe  burning  of  an  equal  quantity  of  paper  money.  These 
measures  were  completely  successful.  Tile  Iffcakitig  down 
of  feudal  barriers  developed  the  domestic  commerce  of  the 
country'  and  sttmtilated  a  production  which  found  an  outlet 
in  foreign  cxporu  and  brought  silver  pouring  into  Japan  in 
payment.  The  banks  bought  up  the  depreciated  paper 
money  so  rapidly,  in  order  to  exchange  it  for  bonds,  that  tbe 
issue  of  bonds  had  to  be  tcmjwrarily  suspended  to  preveut 
too  great  a  rarefication  of  the  circulating  medium.  A  mint 
was  opened,  specie  was  received  at  the  cnsloni- houses  at  its 
current  value  in  paper,  and  in  less  thou  seven  years  (in  1S85) 
pa])cr  was  within  five  or  six  per  cent,  of  par. 

The  new  policy  was  promoted  by  the  creation  in  iMz  of 
the  Rank  of  Japan,  with  a  capital  of  20.000,000  silver  yen.' 

'  l^y,  >^.  The  gold  yen  ii  vronh  ^997  in  United  SUtes  money, 
bntthe  dlvef  yen,  containiuK  36.956  grammea  offtUrer  nine-tentba 
fiuc,  U  irorth  only  sbont  half  m  much  in  bullion,  owUig  tu  Uic  npid 
depreciation  of  tllver  la  recent  jrean.    J^mb  U  now  ob  tbe  allver 

hflsiB. 
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and  by  the  laws  of  1863  and  1884,  providing  for  the  gradual 
rvdrctneiit  of  the  notes  of  the  local  banks  and  the  substitu- 
tion of  those  of  the  nen  institutiou.  The  taw  of  1884  pre- 
scribed the  niles  govcniing  the  circulation  of  the  Bank  of 
Japan  and  required  that  the  notes  be  convertible  intosilwr 
on  demand.  The  bank  was  authorized  to  issue  notes  to  the 
amount  of  85,000,000  yea  without  a  specie  ic&ct\'c  and  of 
this  sum  not  more  than  27,300.000  yen  were  to  be  issued  in 
place  of  intcnial  bank-notes  cancelled  after  1S87.  A  leaf 
was  taken  from  the  German  law  in  the  provision  that  the 
govemmcut  might  permit  the  extension  of  the  limit  of  cir- 
culation in  cai«  of  need,  but  that  the  exeess  of  circulation 
should  be  subject  to  a  tax  of  five  per  cent.  The  circula- 
tion not  covered  bj-  specie  is  required  to  be  covered  by  good 
commercial  paper  or  trcasur>-  bonds.'  Circulation  may  be 
iHsned  beyond  the  authoriwd  limit  without  special  tax  when 
specie  is  held  for  the  full  amount  of  the  excess.  The  btink 
has  brandies  at  Osaka  and  Shimonoseki  and  five  sub- 
branches.     The  circuladon  is  about  150,000,000  yen. 

The  Act  of  1S83,  which  regulated  the  retirement  of  the 
notes  of  tbe  local  banks,  rcfiuired  them  to  surrender  the 
privilege  of  note  i.ssueat  ihe  expiration  of  the  term  of  twenty 
years  for  wliich  they  were  originally  chartered.  They  were 
required  to  create  a  fund  for  the  redemption  of  their  notes. 
from  monies  to  be  set  aside  annually  from  their  profits. 
This  fund  U  in  the  custody  of  the  Dank  of  Japan,  which 
employs  it  in  tbe  purchase  of  public  stocks  and  cancels  the 
notes  with  the  proceeds  of  the  interest  on  the  stocks.  The 
term.s  of  the  local  banks  expire  between  1896  and  1S99,  nnd 
the  govenimenl  in  1S94.  brought  in  a  bill  providing  that  tbe 
banks  should  cease,  on  the  expiration  of  their  privilege,  to 
be  banki)  of  issue  and  that  outstanding  circulation  should  be 
redeemed  by  the  State.  The  bill  was  not  finally  acted  on 
and  the  local  banks  have  been  making  an  earnest  fight  for 
an  cxtennion  for  ten  years  of  the  pri\'ilegc  of  note  issae. 
The  govemmcDt  is  still  seeking  tlie  suppression  of  locftL  is- 


'  Keport  of  the  IHrcclor  of  tbe  Mint  for  1895,  367. 


440  mSTORV  Of  MODHKX  SAXKS  OF  JSSUS. 

sutzs,  upou  Ihc  ground  lliat  it  gives  the  aatiotial  banks  an 
ttnfaiT  advantage  over  tbu  wvvii  hundred  private  banks  and 
retards  llie  uiiificatiou  of  the  currency.' 

Japan  originally  employed  Imth  >;old  and  silver  money,  but 
was  dri%-en  to  Ibe  silver  standard  when  the  restoration  of 
specie  payments  n-as  attempted  in  tSS2  and  has  ■nifiered  in> 
convenience  by  the  great  difference  of  exchange  with  gold- 
unng  countries.  There  ha.s  been  much  di.<iciission  of  the 
currency  problem  and  some  agitation  lu  favor  of  the  gold 
standard.  A  commission  was  appointed  io  September,  iSgj, 
to  consider  the  existing  stale  of  the  currency  and  the  best 
standard  for  Japanese  interests.  The  result  of  their  delibera- 
tions has  not  been  hannonious  and  only  individual  reports 
have  been  submitted  to  the  government.  The  theory  that 
n  high  premium  on  specie  stimulates  exporlntions,  and  that 
its  divipix;arancererao\*esthissliinuIu5,  has  not  been  directly 
verified  in  the  case  of  Japan .  Exports  have  steadily  increased, 
in  spite  of  the  rise  in  value  of  the  paper  money  ;  but  this 
phenomenon  is  partially  explained  by  the  fact  that  the  rise 
of  paper  in  relation  to  sih-er  hnii  been  neutralized  by  the  lall 
of  silver  in  fetation  to  gold,  which  has  left  the  paper  money 
in  something  like  its  old  relation  to  the  gold  standard  cf 
other  coimlries.* 


'  Letter  of  Jhiclii  Soycd«.  in  EainQmic  Journal,  Dec.,  iSm,  IV.. 

73S- 

*  For  another  CBsc  of  tttc  failateof  tliis  tliMH?,  kc  Ch.  XII.,  |i.  2791 
uui)«T  The  Jtaiki a/ Grefce.  >1.  Combes  dc  1.e«rn(le,  in  tbedicciw- 
Mon  before  the  Sc<iilfd'£t«itom$e  J^Uu/ue,  at  Fam,  Sept  5,  1895, 
declared  that  Ruasia,  witli  a  i;old  rtaervc  adciiiutc  for  the  rcstontion 
or  gold  paymeats.  cllomd  the  paper  rouble  (o  reraajn  Ixlow  par  hi 
order  to  tvoid  a  ■addcn  turut  of  exportatton.— /cMnva/  Jti  &eoMO- 
mifirt,  Sept..  iSi)5,  420.  The  effect  of  the  ailver  sluiilanl  tu  Japan, 
occonling  to  the  obMTvation  of  Mr.  Soydo,  wlio  ia  iti  (he  be«l  pori- 
liou  to  know  the  btxAa,  haa  been  to  nlsc  doincatic  jirirct  u  well  «a  to 
increaoe  the  burden  of  gold  otiUgatiotts  cxprcucd  is  tt>e  «ilrer  etaitd- 
■rd.  llcuya:  "  The  pricea  of  exportable  goody,  «ttchuric«,  the  chief 
article  of  food,  have  risen  a  greot  deul,  Thm  the  dfcct  of  the  de- 
p9«cialloB  wu  felt  not  onljr  in  ihe  cstL-mal  trailr,  bat  alto  in  the  lii- 
t«ni4l  IratiMCtioB*.^ — Eeonomif  Joumoi,  Dec,  iS^,  IV.,  7ja. 


BASKIKG  m  AFRICA   AND    THE  EAST. 


441 


Banking  in  China. 

The  bank-note  circulntion  of  China  is  umlcrno  legal  regu- 
lation. Ttie  Chinese  banks  of  insuc  are  mainly  ot  Peking 
and  issue  uotes  as  low  as  ten  cents,  but  tbe  uotes  rarely  cir- 
culate far  from  the  locality.  The  Peking  banks,  however, 
and  llie  discount  banks  iii  the  provinces,  which  perform  the 
functions  of  tbe  treasury  for  the  government,  stand  high  in 
the  public  estimation.  Tlie  issue  of  paper  money  by  the 
government  took  place  as  far  back  as  five  hundred  years 
before  Christ,  but  was  suspended  in  1445  and  has  been  only 
once  resumed  for  a  brief  period.'  No  special  taxes  or  bur- 
dens are  imposed  upon  lainkers  ft&  such,  bnt  they  are  ex- 
pected to  aid  ibc  government  by  loans  in  times  of  emergency. 
Several  branches  have  been  established  iu  China  of  foreign 
banks,  some  of  which  issue  notes  in  Hongkong  whicli  have 
acquired  circulation  within  Chinese  juri.sdiction. 

The  greatest  of  tbe  foreign  bank«  is  the  Hongkong  and 
Shanghai  Banking  Corporation,  which  was  incorporated  in 
1864  with  a  capital  of  $3,500,000.*  The  bank  began  business 
in  1S65,  with  scx'eral  merchants  of  Honglcong  among  iL4 
directors,  and  has  increased  its  capital  to  $10,000,000  and 
its  note  issues  to  $9,543,171.  Tlie  report  of  the  directors 
for  tbe  half-year  ending  June  30,  1895.  showed  net  pro6ta, 
including  a  small  balance  on  hand,  of  $1,248,802.  The  sum 
of  $493,140  of  this  profit  was  absorbed  by  the  diflerence  in 
exchange  between  China  and  the  gold-nsingcountricswhere 
the  divideodaare  paid,  bnt  $444,444  was  awarded  in  dividends 
ill  gold  asd  $500,000  transfeiTed  to  tbe  reserve  fund.  The 
mognitndeof  the  business  of  the  bank  maybcjndged  by  the 
fact  that  its  liabilities  were  $167,128,037.  including  deposits 
of  $1  t9.804.39s  and  bills  payable  of  5;o.766.669.  The  cash 
in  hand  and  in  transit  was  $51, 390,449  ;  loans  and  discounts 
were  $47,650,726,  and  bills  receivable  were  $60,036,316. 

Several  other  English  and  Bast  Indian  banks  do  business 

'  Comptroller's  Report,  1895,  Letter  of  Uioutcr  Charles  I>coby, 
74-75. 
■  tendon  B«tkerf  M^atitu,  Feb.,  18^  LV.,  sai. 
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in  China,  hut  it  wns  only  in  the  dosing  months  of  1895  thnt 
plans  -ft-cre  perfected  for  a  Russo-Chiiiese  bank,  with  head- 
quvtcrs  at  St.  Petersburg.  The  bank  has  been  organized 
with  a  capital  of  6.000,000  roubles  ($4,600,000),  of  which 
more  than  half  has  lieen  subscrilied  by  French  bankeni:. 
The  capital  is  said  to  be  furnished  by  tlie  same  syndicate 
which  effected  the  iMUC  of  the  Chinese  loan  guaranteed  by 
the  Russian  gnvcmmcnt  after  the  close  of  the  war  between 
China  and  Japan.  The  president  of  the  new  bank  is  Prince 
H^peruklitouisky,  who  has  attained  some  pramiaetice  tn 
Ru-ssian  politics. 

731*  Bank  of  Persia. 

The  Imperial  Bank  of  Persia  was  established  for  thirty 
years  by  a  group  of  EngUsh  capitalists  in  i88«>.  and  its  head 
office  i.s  in  l,,ondon.  The  capital  of  the  bank  is  X.6$o.oao, 
with  authority  to  increase  to  j^^.ooo.ocxt,  and  the  metallicre- 
serve  is  require<ltobe  at  least  one-third  uf  the  amount  of  notes 
in  circulation.  The  excess  of  circulation  above  the  rescrrc 
is  not  allowed  to  exceed  the  amount  of  the  capital  actually  pflid 
in.  The  reserve  may  consist  of  gold  or  silver,  but  the  charter 
provides  that  If  Persia  adopts  the  .single  standard  of  gold 
or  silver,  three-fourths  of  the  reserve  shall  be  htld  in  the  metal 
which  may  be  adopted  as  the  standard.  The  notesconstitute 
a  first  lien  ttpon  the  reserve  and  may  be  redeemed  at  llie 
expense  of  reducing  the  reserve  below  the  legal  limit.'  The 
notes,  which  reached  ^72,668  on  September  20.  1895.  are  get- 
ting into  general  circulation  in  Persia,  and  branches  of  the 
1>8nk  have  t>een  estnblUhed  at  Tehereii,  Ispahan,  Tahiz, 
Meched,  Shivas,  Bnsliir,  Bagdad.  Basvah,  and  Bombay.  Tlw 
bank  adv'anced  jCyx>,ooo  to  the  Persian  goveniuieiit  in  1892, 
for  the  purpose  of  buying  back  the  tobacco  monopoly  from 
thase  who  held  it,  and  was  accorded  the  guamntee  of  reim- 
batKeroent  from  the  customs  duties.  The  dividends  paid  in 
1S95  were  /35.000,  notwitlistandlng  some  Ioascs  during  the 
past  few  years  arising  £com  the  depreciation  of  silver.'    Tbe 

'  Wvy.  736. 

•  Ai'M  lift  SanfMt,  Dkc,  18^,  XIII.,  133. 
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[•Kgrcgatc  assets  on  September  20,  1895.  were  /t,402,694.  of 
which  ^141.9116  was  in  cash  and  ^^799,736  in  loans  and  dis- 
cotmU.     The  deposits  were  ^^^39. 164- 

nie  Banking  System  0/  Australia. 

The  baokiDg  system  of  Australia  was  organized  in  some 
respects  like  the  Scottish  system  prior  to  the  crisis  of  1893, 
but  was  not  managed  with  the  conscrvatinm  and  good  judg- 
ement which  have  been  the  characteristics  of  Scotch  bank- 
ting;.  The  difficulties  developed  tn  the  crisis  of  1S93, 
were  not,  however,  llie  result  of  any  excess  of  note  issues, 
but  of  the  error  common  in  new  countries. — excessive  specu- 
lation in  land  and  the  locking  up  of  assets  in  investments 
which  did  not  prove  immediately  productive.  The  original 
Bank  Act  of  \^ictoria,  passed  in  1664.  was  general  in  its  pro- 
visiotts,  required  no  indqpendent  audit  of  bank  accounts, 
and  imposed  no  definite  limit  upon  note  Lssues.  The  demand 
for  funds  for  speculation  in  laud  led  to  heavy  loans  to  the 
speculators,  but  some  of  the  shrewder  hankers  evidently 
doubted  their  legality  and  secured  in  188S  an  important 
amendment  of  the  banking  law.  A  commission  was  ap- 
pointed, with  the  avowed  purpose  of  revising  the  law,  and  the 
act  which  resulted  from  their  deliberations  purported  to 
uupDfle  new  safeguards  by  requiring  a  paid-up  capital  of 
^£135,000  for  banks  issuing  notes  and  by  making  the  notes  a 
first  charge  upon  the  assets.'  These  reforms,  however,  were 
^apparently  only  the  cloak  for  the  new  provision  that.  "  Any 
incorporated  banking  company  may,  notwithstanding  any- 
thing to  the  contrary  contained  in  any  act  in  force  in  the 
Colony  of  Victoria  relating  to  such  banks,  advance  or  lend 
'money  on  the  security  of  lauds,  hotises,  ships,  or  pledges  of 
merchandise." 

Banking  in  Anstrolia  had  been  carried  to  its  extreme 


'  Jtr.  MnePie,  I^oodon  SaiJt^rf  AfajrttTiif,  Jsoiury,  189s,  1,111., 
€R,6^    Notes  const!  tn  ted  an  nnliniltcd  liability  in  Qurcnslani],  and 
j-liy  Uie  Act  of  1871  in  New  Soatli  Wales. — I^udon  BanJten'  Magaiintf 
iSm,  i,vm.,  154. 
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limits,  and  inillioits  of  English  and  Scotch  capital  were  nt- 
iracted  to  the  country-  by  its  rapid  development  and  by  the 
fact  that  tlie  people  were  of  tlic  same  blood  and  prt-stimably 
of  the  same  temper  in  bunness  mattent  as  the  lenders.  The 
baoka  of  Victoria  alone  increased  tlieir  aggregate  liabilities 
from  ^19,488,513  iu  1880,  10^42,224,084  in  1890,  while  the 
aggregate  assets  increased  fixim  ;£'23.284.82a,  including  ^3,- 
408.961  iu  coin,  to  /6o,937.9ss,  including  ^6.868.328  in 
coin.'  The  prcwf  of  the  activity  and  of  the  risks  assumed 
in  Australian  banleing  is  niforded  by  the  proportion  between 
available  deposits  and  the  discounts  and  advances  made  just 
before  the  crisis  of  1S93.  The  following  table  shows  be 
the  Australian  banks  loaned  "  up  to  the  hilt"  in  comporisoi^ 
with  the  more  cooser\*alive  English  banks  : ' 


Disco«nm  taca  abvji 


London  loial  Slock  Banbi  . .[       ;f»33,33l.633 
KneH<1i  rrovincUl  lianks....  63,371.817 

Ausirtluui  Itulu ....|  149,400,319 


I54.5<17.379 


The  proof  that  the  evils  which  carried  down  fourteen  grest 
banks  and  closctl  several  hundred  brandies  iu  the  spring  of 
1S93,  grew  purely  out  of  bad  banking,  and  bad  substantially 
uo  connection  with  the  note  issues,  is  afforded  by  the  com^ 
parativcly  small  figures  of  the  circulation.  The  banks 
Victoria  increased  their  note  circulation  only  &oni  j^i.sjdt^ 
046,  in  1880,  to  /t. 543,340  in  1890,  and  in  1895  it  was' 
substantiaJIy  llie  sAme.  The  chief  medium  of  cireulatiou 
in  Australia  vbs  gold,  and  the  Australian  people  were  .<;o 
well  accustoGied  to  British  methot^  of  the  use  of  credit  that 
the  abscDcc  or  presence  of  the  power  of  note  issue  would 
probably  have  made  little  difference  in  the  crisis  of  1895. 
The  inflation  of  credit  and  the  crisis  occurred  mtliont  an^ 
great  cxpausioD  of  note  issues,  and  if  the  habits  of  the  pcopl 
hftd  required  a  coocumnt  expansion  it  would  have  bceiT 

*I^tiil()n  ffaitJten'  .Vanaziif.  Aiitil,  1891,  LIII.,  580, 
■IfOndoa  Banktn'  Magasite,  JanoAfy,  189^  1,V.,  46. 


SAA'ATNG  llf  AFRJCA   AND    THE    EAST.  445 

only  an  incident  of  Uie  deepCT  causes  of  the  crash.     As  M. 
I/'vy  siiins  up  the  situatiou  ;  ' 

It  is  worth  rematkitiK  tb«t  the  AuslxBliui  crisis  wss  oot  due  to  au 
excess  of  issues  of  bink-noto,  wbosc  fiinircs.  on  the  contrary,  bsve 
never  ceased  to  reslraia  tbenuetws  witlilu  rea»otiabte  limits,  but  to 
Uic  large  lock-ups  upoa  mortgage  ■dTancea  which  couM  not  \it, 
repaid,  wbicli  led  the  books  without  the  liquid  re«oiircea  necefisary  to 
satlsfj'  theit  depoRiton. 

The  discredit  tbrovm  upon  the  notes  of  suspended  banks 
by  the  crisis  of  1895,  and  the  pressure  for  currency  which 
usually  accompanies  the  disappearance  of  credit,  led  to  a 
temporary'  issue  of  govenimeut  notes  in  New  South  Wales 
and  to  some  modifications  of  the  banking  law.  The 
principal  change  aifccting  the  bank-note  circulation  was 
the  adoption  of  the  prmision,  enacted  in  Victoria  in  1S8S, 
making  the  notes  of  a  failed  bank  a  6rst  charge  on  tlie 
assets.  Bank-notes  were  made  a  legal  tender  except  at  the 
bank,  as  in  the  case  of  the  notes  of  the  Bank  of  England. 
•ad  the  amount  iu  circulation,  in  excess  of  the  coin  rcscr\'c. 
waA  not  penuitted  to  exceed  one-third  of  the  capital,  nor  to 
exceed  in  any  case  ;^2,ooo,ooa 

The  future  of  Australian  banking  is  by  no  means  free 
from  storm-clouds.  The  banks  adopted  plans  of  reconstruc- 
tion after  the  crisis  of  1893,  which  involved  the  change. of 
demand  and  time  deposits  into  deferred  liabilities  with  in- 
terest in  most  cases  at  four  and  a  half  per  cent.  Tltjs  plan 
afforded  a  breatliing  ajfcll,  and  the  principal  of  these  deposits 
does  not  become  due  in  any  considerable  amount  until  iS^S. 
The  payments  required  in  that  year,  are  ,^10,605. 77a ;  in 
1899.  ;£'o,873,620;  in  (900,  ;^i2.258,33o;  and  in  igor.  j^8,- 
390,508.*  It  is  already  hccoraing  a  serious  question  how  this 
immense  mass  of  liability  is  to  be  met,  for  it  is  evident  that, 
unless  there  is  a  marked  change  in  feeling  among  investors 
in  England  and  Scotland,  the  principal  due  there  will  nearly 
all  be  wiUidrawa.    This  probability  presents  as  serious  a 


'  MHamgtfs  Finanrws.  399. 

*I,oB(loa  SanJters'  J/d^artW,  Jane,  1894,  LV'II.,  86^ 
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problem  as  that  which  has  confronted  the  United  States 
during  the  long  period  of  the  withdrawal  of  foreign  capital 
■which  followed  the  passnge  of  the  alver  purchase  law  of 
1S90.  It  is  indeed,  from  n  mathematictil  standpoint,  much 
more  scrions  in  the  case  of  Australia,  fnr  the  amount  of 
liability  to  Eurojie  is  computed  at  ^20,000,000,  or  at  the' 
rate  oi  £x()  per  head  for  the  vVustralian  population.'  If  thi» 
withdrawal  of  capital  actually  takes  place,  it  means  the 
crippling  of  uiauy  Australian  industries,  ilic  forced  sale  of 
laud  and  other  as%ts  held  by  the  hanks,  and  the  impairment 
of  their  power  to  pay.  The  prolonged  payment  of  interest 
in  itself  on  such  a.  ma.ss  of  liability  means  high  rates  fur 
money  on  commercial  loans  and  to  that  extent  a  tax  upon 
the  productive  power  of  the  colonics.  The  fact  that  these 
hurdens  are  proving  heavy  is  indicated  by  the  second  sus- 
peuHtun,  on  July  17,  1895,  of  the  Cily  of  Ntelboumc  Bank, 
■with  liabilities  of  nearly  .^4,000.000.  The  bank  first  siia- 
pendcd  on  May  17,  1893,  and  reopened  on  July  igth  foUow- 
iug,  but  it  was  declared  by  the  directors  in  a  report  of  Nfarcb 
31,  1895,  that  the  high  rate  of  interest  ou  deposit  ret-eipts 
could  not  be  maintained.  If  the  remaining  banks  meet 
their  heavy  obligations  more  successfully,  it  will  be  because 
of  the  great  recuperative  power  of  the  colonics,  the  return 
of  confidence  among  furetgn  investors,  and  the  effect  of  high 
discount  rates  in  attracting  and  holding  foreign  money. 


The  Sank  c/Java, 

The  httnk-note  circulation  of  the  Dutch  Hast  Indies,  of 
which  the  Island  of  Java  forms  the  most  important  part,  is 
furnished  by  the  Bank  of  Java.     The  bank  was  founded  in 

1838,  with  a  capital  of  6,000,000  florins  ($2,400,000),*  but 
the  chief  interest  of  its  historj-  to  the  Western  World  is  the 
success  with  which  it  has  maintained  the  gold  standard  iu 

Ja^'a  since  the  suspension  of  free  coinage  in  Holland  in  1875. 
The  situation  la  Java  has  been  in  many  respects  the  .same 

*  London  Bankcrf  Magaztir,  Dec.,  1894.  LVUl.,  74X. 

*  MuUlcnuiii,  136. 
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as  in  the  motlier  country,  but  tlie  experiment  te  one  vrliicU 
might  have  seemed  more  precarious  because  of  the  situation 
of  Java  in  tbe  midstt  of  sih'er  stflndard  countries  (tnd  the 
almost  entire  abseuce  of  goltt  in  the  rcsen'cs  of  the  bank. 
Silver  was  for  many  years  the  legal  standard  of  Java,  but 
the  go%-crament  of  Dutch  India  cunltDucd  for  a  CDiL^iderable 
time,  be^nning  in  1818,  to  make  the  bulk  of  its  payments 
in  copper.  This  resulted  in  driving  silver  from  circulation 
and  led  to  the  intniduction  of  paper  currency  to  icprcwnt 
the  copper  coins.'  In  1875  the  Bunk  of  Ja\'a  was  empowered 
to  regulate  its  operations  according  to  the  principles  on 
which  the  Hank  of  Holland  was  working.  A  bill  was 
brought  forwanl  and  passed  in  1877,  by  the  Dutch  Ministry, 
for  the  regulation  of  the  currency  of  their  Indian  possessions. 
The  principal  features  of  this  bill  were  the  establishment  of 
the  double  standard  on  the  same  basis  ns  in  Holland, — the 
formal  suspension  of  the  further  coinage  uf  silver. 

The  parity  of  the  notes  of  the  Bank  of  Java  and  of  the 
silver  coius  is  maintained  through  the  foreign  exchanges. 
All  commercial  operations  with  Holland  or  other  countries 
in  Europe  are  settled  by  bills  drawn  on  Amsterdam  or  Lou- 
don, and  the  exchange  has  shown  an  extreme  Quctuation 
never  greater  than  five  and  a  quarter  per  cent,  on  Amster- 
dam and  six  per  cent,  on  I^ndon.  Since  1SS5  the  fluctua- 
tion has  not  been  greater  than  three  per  cent.  The  bank 
rate  has  varied  from  nine  per  cent,  for  a  time  in  1876  to  as 
low  a  rate  as  four  per  cent,  in  1S78  and  in  tS86.  The  mean 
rate  in  1894  was  5.28  per  cent.'  Settlements  for  merchan- 
dise balances  between  Holland  and  Java  are  made  by  ship- 
menf*  of  silver.  These  shipments  are  taken  up  at  home  by 
the  Bank  of  the  Netherlands  against  bank-notes  or  credits  at 
par  with  gold,'  There  was  an  industrial  crias  in  Java  in 
1886.  which  was  attributed  in  some  quarters  to  the  mainte- 
nance of  the  gold  standard  of  wages  and  prices,  but  the 

■  London  Bankcnf  Afagazint,  M«rcb,  1&93,  LV,.  ^83-91. 
'  /.' £a>momittf  Sitrofien,  Nov.  9,  1S95,  VllI ,  581. 
'  Letter  from  Mr.  Vaa  den  Berg.  Repori  e/  the  Indian  Currency 
Commiikr,  Sen.  Misc.  Doc  33,  Flfty'UiirdCoutt.,  Ut  ScM.,  57J. 


448         mSTOHV  OF  HODEKX  BAffKS  OF  JSSUE. 

planters  adopted  inipioved  inetbods  of  production  and  re* 
cent  years  bavc  been  years  of  prosperity.  The  majority  of 
Dutch  and  English  observers  have  been  disposed  to  regard 
the  fixed  par  of  exchange  niaiiitalncd  with,  gold  standard 
countties  as  more  advantageous  to  the  island  under  actual 
conditions  of  prnduction  than  the  possible  benefits  of  the 
declining  coat  of  production  in  gold  obtained  in  silver  stand- 
ard countries  by  ihe  comparatively  slow  rise  iu  wages,  rents, 
and  raw  materials.  The  actual  gold  holdings  of  the  Bank 
of  Java  seldom  exceed  6,000,000  florins  ($2,400,000)  '  against 
a  note  drcuUtioD  of  45,000,000  florins  ($i8,ooov0oo),  and 
gold  is  seldom  seen  in  general  circulation.  Tlie  smaller 
ctirrency  coiiKistii  of  .silver  coined  in  Ui^and  and  the  larger 
of  the  notes  of  the  bank. 

Tht  Banks  ofSottlh  A/rim. 

The  strongest  banks  of  South  Africa  are  mostly  Englisli 
institutions,  with  their  head  offices  in  London.  The  Cape 
Government  passed  an  act  in  i8^t,  requiring  the  withdrawal 
of  circulating  notes  then  outstanding  and  the  deposit  of  se- 
curities with  the  Treasorer-Geueral  to  ewer  future  issues. 
The  only  securities  accepted  were  those  of  the  Cape  Govern- 
ment, which  tends  to  justify  the  belief  th-it  the  law  was  cug- 
gested  by  the  necessity  for  placing  the  securities  rather 
than  the  benefit  of  the  hanking  system.  The  notes  circu- 
late over  a  wide  area  and  no  proi-ision  is  made  for  any  spe- 
cific coin  reserve,*  The  note  issues  of  Ihe  great  English 
banks  are  so  overshadowed,  however,  by  their  discount  and 
exchange  business  that  the  regulations  on  the  subject  are 
of  minor  importance.  The  development  of  the  gold  mines 
furnishes  a  metallic  circulating  medium  of  magnitude,  and 
British  methods  of  banking  by  transfers  of  credit  are  rapidly 
making  headway  Into  the  Interior  of  Africa.  The  unusual 
stimulus  given  to  business  in  South  Africa  during  the  [xiat 
few  years  by  the  great  gold  discoveries  has  afforded  the 

'  Wry,  397. 

*  1.0111)00  Bankers'  tVagatiuf,  Jan.,  1893.  L>I1I..  tao^ioi. 
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Iwnks  large  proBts.  and  has  led  ill  one  ease  to  an  increase 
of  oipiml  and  in  anotlier  case  to  a  proposed  increase  of 
note  issues  ;  but  the  latter  increase  will  cany  the  note  issues 
of  tlie  bank  bardly  above  ten  per  cent,  of  tbe  aggregate  lia- 
bilities. 

The  Standard  Bank  of  South  Africn  is  the  largest  of  the 
English  banks,  with  a  paid-up  capital  of  j^i.ooo,ooo.  The 
note  circulation  on  June  jo,  1S95.  was  ^^730,389.  but  the 
oggregnle  liabilities  were  /'i5.y73.509.  It  was  announced 
at  the  annual  meeting,  on  October  S,  1895,  that  taking  the 
five  items  on  the  ottier  side,  of  casli,  dejx^Jts  with  bankers. 
native  gold  investments,  and  bilU  bought,  they  held  in 
liqold  assets  and  readily  available  securities  /io,673.43o,  or 
more  than  eighty-four  per  cent,  of  the  indebtedness.  The 
dividend  and  bonus  paid  for  the  year  was  sixteen  per  cent.' 
The  Bank  of  .Africa,  which  had  liabilities  on  June  30,  1895. 
of  ;£4,6S3,249,  authorized  au  increase  of  its  paid-up  capital, 
at  tile  annual  meeting  on  September  35.  1895.  from  ^^50,000 
10^^525,000.  The  note  circulation  on  June  30,  1895,  was 
Z»5J.49S.  a'«l  the  cash  held  was  ;^i.026.9i9.*  The  bank 
whicli  has  proposed  an  increase  of  note  issues  is  the  African 
Banking  Corporation,  which  h-is  a  pnid-up  capilnl  of 
^397.645.     The  total  liabilities  on  September  30.  1895,  were 

^;C3.843. 147. '>"t*'>c  circulation  was  only  ^33.870.  with  a  cash 
reserve  of^i, 382,037,  and  the  proposed  increase  in  circulation 
is  only  /^sjo.ooo,  for  the  purpose  of  extending  branches  in 
Rhodesia,  Natal,  and  the  Transvaal.' 

The  National  Bank  of  the  South  African  Republic,  situ- 
ited  at  Pretoria,  was  founded  in   1S91,  with  a  capital  of 

Fjf5<53.ooo.  The  bank  showed  profits  in  1893  of  /42,ooo,  but 
the  larger  portion  C£35.ooo)  was  transferred  to  a  special 
reserve  fund,  to  cover  possible  lossas  on  .securities  reverting 
to  the  bank  by  the  detiuU  of  borrowers  upon  them.'  The 
circulation  is  abotit  ^^130,000  and  is  covered  many  times  by 

'  London  Jtanttm'  Magasinf.  Nov.,  tS^j.  LX.,  656. 

*  London  Batkm'  Jtfair":"'^,  Nov.,  1S95,  LX..  657. 
'  London  ffanicn'  .Va-^azine,  Nov.,  tStjs,  LX..  661. 

*  Klime  de:  Banqnei,  June,  iH^,  XIII.,  isS. 
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Ilie  <xaa  reserve.     The  aggregate  linbilities  in  1894  were 
/3, 28 1. 473. 

The  Oisngc  River  Free  State  has  a  national  bank  with  a 
capital  of  j£  100,000  and  a  drculatioa  of  less  than  ^£'400,000, 
against  a  cash  reserve  of  about  ^600,000.' 

The  Colomai  Bankt  0/  Enropean  Countries. 


The  bank-note  circulation  of  the  French  colonies  in  Asia 
is  contmtlcd  hy  the  Bank  of  Indo-China,  which  was  estnb- 
lished  by  the  decree  t>f  January  31,  1875,  subsequently 
modified  by  the  decree  of  Fcbruar>'  so.  iSSS.  Tlic  capital 
of  the  bank  is  t2,ooo,ooo  francs  ($3,400,000),  and  its  pri\'i- 
lege  runs  until  January  31,  1905.  It  is  authorized  to  do  the 
business  ofa  bank  of  issue,  loans,  and  discounts  for  Cocliin- 
China,  French  India,  and  New  Caledonia,  as  wdl  as  for  the 
protectorate  of  Cambodia,  Anuaui,  and  Tonkin.  There  are 
branches  in  China  and  Japan,  at  Pondicheny  in  India,  and 
ill  various  oUier  pnrtft  of  Asia  and  Ocenntct.  The  note 
issuu  are  not  permitted  to  exceed  three  times  the  metallic 
reserve  and  the  liabilities  on  account  of  notes,  deposit  ac- 
counts, and  other  debts  ore  not  permitted  to  exceed  three 
times  tlie  capital  and  reserve,  unless  the  excess  is  fully 
covered  by  coin.  The  bank  is  obliged  to  deal  in  9e\'entl 
different  forms  of  money  to  meet  the  tastes  of  iLs  various 
ctutomers.  Mexican  dollars  have  been  coined  at  the  Paris 
mint,  rupees  ate  used  at  Pondicheny,  and  francs  are  used  in 
keeping  the  accounts  of  the  bank  and  in  parts  of  its  lerri- 
torj*.*  The  larger  proportion  of  the  money  issued  through 
the  bank  has  consisted  of  piasters,  which  correspond  to  the 
trade  dollar  of  430  grains,  formerly  issued  by  ihe  United 
States,  hut  efforts  are  being  made  to  put  the  French  franc 
into  circulation  as  tlie  monetary  unit  The  note  drculatioii 
of  Utebankof  Indo-Chiuaat  the  close  of  1S94  was  22,482.000 
francs  ($4,400,000),  the  ca«h  reserve  was  9,080,000  francs, 

'  1/vy.  ajiS. 
*  lAvy.  331. 
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the  deposits  were  8,577,000  fnmcs  and  the  loans  were  19,- 
415,000  francs.' 

The  circulatioii  of  Algeria  is  furnished  by  the  Bank  of 
Algeria,  wliicli  was  given  the  exclusi^t  privilege  of  note 
issue  by  the  Act  of  Augiut  4.    1851.     The  privilege  was 

Joriginnlly  granted  for  tvituty  years,  but  was  extended  by 
various  decrees  until  November  i,  1897.  The  capital  of  the 
hank  was  originally  5,000,000  francs,  but  ia  now  20.000,000 
francs.  The  notes  are  legal  tender  at  public  depositaries 
and  by  individuals.  The  cash  reserve  is  not  permitted  to  be 
less  than  one-third  of  the  amount  of  the  notes  and  current 
accounts.  The  capital  of  the  bank  is  invested  in  French 
public  sectirities  and  the  director  is  appointed  by  the  Presi- 
dent of  the  Republic  upon  the  nominstion  of  the  Minister  of 

■Fiuance.     A  limit  of  circulation,  to  the  amount  of  tS,aoo,- 

■000  francs,  was  fixed  by  the  law  of  August  12.  1870.  wliich 
suspended  specie  payments  for  Algeria  as  well  as  for  the 
Bank  of  France,  but  the  maximum  circulation  was  three 
times  increased  until  it  was  fixed  by  the  law  of  March  26, 
1S72.  at  48.000,000  francs.  The  resumption  of  specie  pay- 
ments was  followed  by  tlic  law  of  April  3.  18S0,  which  abol- 
idhcd  a  fixed  limit  and  left  the  circulation  to  be  governed  by 
the  law  of  1851." 

The  Bank  of  Senegal  began  buaness  August  4.  1855. 
under  the  general  conditions  of  the  law  of  April  30,  1849. 
The  cash  reserve  is  required  to  equal  one-third  of  the  notes 
in  circulation,  and  the  circulation,  the  current  nccounti,  and 
other  liabilities  are  not  allowed  to  exceed  three  times  the 
capital,  unless  the  additional  liability  is  represented  in  full 
by  a  corresponding  increase  of  the  metallic  reserve.     The 

'tunk  is  subject  to  the  supervi^on  of  the  Ihlinister  for  the 
Colonies  at  Paris,  like  the  colonial  bauks  of  Latin  America, 
and  coiulucls  busincs-s  through  the  same  Parisian  agency. 
The  capital  of  the  Bank  of  Senegal  is  600.000  francs  and  the 
cirmlation  is  about  [,000,000  fraucs,  with  a  metallic  resen'e 


'  Mnblrnum,  97. 
'  CoDftois,  197. 
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of  750.000  francs.  The  aggregate  operations  in  1894  were 
^,095, 594  francs  in  loans  and  discomits  and  6,996,075  rinncs 
in  exchange  operations,  and  the  dividend  paid  was  ihirtcen 
and  a  half  per  cent.' 

The  Batik  of  Reunion  was  founded  July  4,  1S53,  and  has 
a  capital  of  4,000,000  francs.  The  circulation  is  about  8,ooo^- 
000  francK  and  is  governed  by  the  conditions  of  tlic  French 
law  of  i84<).  The  Bank  of  Reunion  sho\«'ed  a  considerable 
loss  in  loans  and  discounts  during  1S94,  but  an  increase  in 
excliange  operations.  The  losses  of  the  Ixink  were  chiefly 
throngh  a  banking  company  which  was  one  of  \\s  principal 
clients,  and  a  subsidy  of  8.000,000  francs  was  voted  by  the 
local  government  in  order  to  save  an  institution  considered 
indispensable  to  the  existence  of  tlie  colony.  The  metallic 
reser\"e  fell  487,606  francs  below  the  legal  reguireinent«  on 
June  30.  1894,  and  the  bank  has  been  again  threatened  writh 
di£Scultics  by  the  acute  competition  in  Prance  of  the  tapioca 
crop  of  Siagapore,  which  enjoys  the  adrantage  of  the  dif- 
ference in  exchange  between  silver  and  gold  using  countries. 
Reunion  is  on  the  gold  basis,  while  Singapore  pays  wages 
aud  other  costs  of  production  in  silver  and  sells  iu  gold 
markets  at  an  enhanced  profit.  The  bankers  and  planters 
of  R&union  ha\-e  recently  asked  the  imposition  of  a  lleavy 
tariff  ill  France  on  tapioca  froui  other  than  French  cdoales. 
ill  order  to  hold  the  French  market.* 

The  Portuguese  colonies  in  Africa  are  pro%"idcd  with  cir- 
culation by  the  Ultramarine  Rank  {Hanco  V!tramariu6)^ 
which  has  its  principal  offices  at  Lisbon  and  was  founded  in 
\^i\.  The  notes  of  the  bank  cimil.ite  at  Oipe  Vcrd  and  in 
Portuguese  Guinea.  The  Philii>pinc  Islands  arc  scri-cd  by 
the  Spanish  Bank  of  the  Philippines  (^Banco  Espagnot  Fili- 
pino), with  a  capital  of  600,000  pesetas  and  a  circulation  of 
about  twice  Uiis  amount.* 


>  Revue  its  Banquet,  Aug..  1S95.  XJV..  136. 

*  L'&eoHomiiU  EunpSem,  Nov.  9, 1&95.  VIII.,  580. 
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CHAPTER  XIX. 

CSIBES  AND  TRBIK  CAUSES. 

Tlie  Recurrence  ofCrifti;*  nt  Regular  Jiiier\-iiU  Due  to  CrnerBl  Cnnnes 
— Tbc  Opcfatioa  of  a  Credit  Cycle  npou  Production,  u{>ou  Loaa- 
■Me  CRpJtal,  And  upon  Ihe  Acconntft  of  llie  B»iik»— The  HfTcct  of 
Ovcrproduclionandof  Machinery— Influence  of  ■  CrisM  apon  Ui« 
Distribution  of  Wealth— Baok'Motcsft  Small  Foctoria  lafljUion 
of  Credit. 

AN  economic  criius  in  the  sudden  arrest  of  commercial 
activity  and  the  collapse  of  credit.  Siwh  crises  have 
been  an  important  phase  of  modem  Industrisl  deveU 
opmcnt  and  haw  btvn  essentially  periodic  in  their  nxnr- 
rence.'  Particxilar  events  in  nature  and  political  history 
have  been  sought  as  the  explanation  of  economic  crises,  and 
ihcw  e^^cnts  have  not  been  without  their  influence ;  but  the 
conditions  which  have  produced  crises  ha\-e  been  of  a  more 
universal  character  and  are  intimately  interwoven  with  the 
structure  of  modem  credit  and  the  speculative  tendencies  of 
the  human  mind.     A  period  of  speculation  and  expausioa. 

'A  diininctton  is  sometimes  made  between  finaneial  and  commercial 

^eruea,  flccorditif(  to  tbeir  partlculju'  ptaenoniena  or  (he  caiues  wbicb 

tiag  then)  about.    A  panic  often  occun  in  the  moncr  market  or  on 

'  llie  Mock  exctianKC,  a%  the  retult  of  ■  urent  Citlure,  a  political  e^-eut, 

or  •  mere  rmnor.     Such  *vent»,  where  tiiev  produce  no  effcot  upon 

^tbe  general  moTcment  of  a^ra,  may  tic  tlr»rrit)ed  aa  finunclal  or 

iirely  inoiieury  crises,  if  tliey  ere  wonb  digiiifyiDR  with  any  special 

•ignalioa  ;  but  those  here  treated  arc  tliote  which  affect  Ihe  whole 

couamic  developmeot  of  the  community,  because  Ihcy  arc  the  result 

of  a  long  trnin  of  evcota  and  ustully  iuvolve  clcmenta  both  financial 

and  commercial. 
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followed  by  a  sudden  arrest  of  the  expansive  movement  and 
a  collapse  of  credit,  complete  a  credit  C)-cle  and,  produce  tbe 
conditions  for  the  beginning  of  a  new  c>'cle  within  substan- 
tially the  .tame  orbit  us  the  old.  In  tracing  the  movements 
of  credit  throuyh  a  completed  cycle,  it  is  proper  to  begin 
during  the  period  of  quiescence  and  diMrust  which  follows  ■ 
crisis.  At  such  times  the  capital  which  has  survived  the 
crisLt  accnmulntes  in  the  banks,  where  it  lies  largely  idle, 
partly  because  the  arrest  of  busiues-s  activity  has  curtailed 
the  demand  for  capital  and  partly  because  safely  is  preferred 
to  profit,  for  the  time  being,  by  the  owners  of  capital. 

The  seeds  of  a  new  crisis  are  sown  in  three  ways, — in  the 
production  of  merchandise,  in  tbe  excesMve  consumption 
which  apparent  prosperity  brings,  and  in  the  effect  of  pn^ 
dnction  and  consumption  upon  loanable  capital.  The  effect 
of  revi^-ing  industry'  upon  production  is  a  rise  of  prices. 
The  Jiiarkets  have  gradually  become  barren  of  commodities 
as  the  rcMilt  of  the  arrest  of  production  following  the  panic. 
The  demand,  which  was  less  than  the  supply,  suddenly  con- 
fronts a  supply  which  is  insufficient.  Prices  rise,  mill- 
wheels  and  factories  are  set  in  motion,  the  demand  for  the 
essentials  of  life  increases  the  purchasing  power  of  their 
producers,  and  their  demand  sets  tn  motion  Again  the  pro- 
duction of  luxuries  or  less  essential  articles.  The  movement 
of  re^nva]  is  tbtut  diffused  by  degrees  through  the  whole 
cummumty.  Prices  ]Mirsue  a  coustautly  ascending  scale,  as 
the  demand  from  all  quarters  increases,  and  the  restorati'oa 
of  business  prosperity  becomes  an  accomplished  and  com- 
pleted  fiict.  The  effect  of  the  upward  mox^mcnt  in  siimti- 
lating  a  speculative  advance  in  prices  is  welt  described  by 
Mr.  John  Stuart  Mill  in  his  chapter  on  "The  Influence  of 
Credit  ou  Prices."    He  says  : 

Ttw  inrlinalioa  of  the  mercantOo  public  to  increase  thrtr  deoiaad 
for  commodities  t>y  niakitig  uk  of  «U  or  niucli  of  their  credit  as  a 
pitirtusiog  powrr,  drpeads  ou  tbtir  expectation  of  profit  Wbeu 
lliccc  U  a  grnenl  Itnprc^^ion  tbnt  the  pnc«  of  *oin«  commodity  is 
likely  Ui  r^,  Train  on  exlia  dcioaiid,  a  short  crop,  obstnictioos  to 
impofUtioo.  or  say  other  cansv,  ihtce  is  a  diapoaiUoo  among  dcalen. 
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to  locnaw  their  stocks,  la  order  to  profit  by  the  expected  rise.  This 
dlspodtion  tenda  In  IimM  to  prodaoe  (he  effect  which  it  looka  forward 
to,  a  rise  of  price  :  and  if  the  rise  la  conaidcrattlc  *ud  progmdvc. 
otliDT  apecnlatorv  aie  attrnctcil.  who.  no  long  aa  the  pdce  hH«  not 
'  be|[Dn  to  fall,  are  wUUn){  to  believe  that  it  will  continue  ming. 
Tbeac.  bj  farther  pnrchascs.  produce  a  further  advance :  and  lhi»  a 
rise  ur  price  Tor  which  there  were  orj^noll;  lome  ruttonal  groaads.  is 
oflen  heightened  by  merely  speculative  puichBacs,  until  it  greatly 
exceeds  wtiat  the  original  ground!)  will  juntify.  Alter  a  time  thb 
begins  to  b«  perceived ;  the  price  ee&se«  to  rise,  and  the  holdent. 
thinking  it  time  to  rcnliic  their  KfliQ^i  Brc  anxious  to  sell.  Thcu  the 
price  begins  to  decliue :  the  holders  rush  into  mailcet  to  avoid  a  stiti 
greater  Ioas,  mid,  few  being  willing  to  buy  iu  a  falling  mArket,  the 
price  falls  much  more  suddenly  than  It  rose.' 

This  revival  of  industry  gradually  affects  the  cliaraclcr  of 
cou^umptioii  as  well  as  of  production.  Those  who  prac- 
ticed economies,  attd  lived  closely  within  their  iDCotnes 
throngh  the  period  of  depression,  begin  planning  their  mode 
of  living  upon  the  basis  of  future  profits  as  well  as  \vithin 
their  actually  increased  eaniiiigs.  Houses  are  planned, 
carriages  and  ser\'ants  are  emploj-ed,  and  other  luxuries  are 
used,  which  would  not  be  used  but  for  the  belief  in  con- 
slautly  growing  earnings  and  profits.  People  li^'C  beyond 
their  incomes  and  coasunie  the  product  of  other  people's 
labor  and  of  their  wvn  saWngs.  It  is  this  which  makes  a 
community  so  pcwr  when  the  cycle  has  run  its  course.  There 
is  no  better  established  law  of  political  economy  Ihau  that 
the  means  of  employing  lalior  in  the  future  arc  the  product 
of  past  savings.  When  these  savings  have  been  dissipated 
iu  luxuriant  Hviug,  there  is  no  adequate  capital  left  to  en- 
ploy  labor  or  to  continue  the  dd  scale  of  expenditure.  As 
Prof.  Bonamy  Price  remarks.  "  If  all  England  took  locat- 
ing and  drinking  up  and  consuming  e^'erything  in  the  land 
in  one  year,  the  abundance  and  Iuxur>'  and  eujoj-ment  of 
riches  would  he  what  the  world  had  never  seen."  *  But  it 
coiUd  not  last.  Those  who  have  been  spending  morecapital 
than  tliey  have  been  really  earning  go  into  bankruptcy  and 

'  PrincipUi  of  Poltliml  Economy,  B.  IIL ,  Ch.  rli. ,  Sea  3. 
'  Cttrreiuy  and  Banking,  147. 
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Ilie  toss  {alls  upon  those  who  have  advanced  them  their  own 
capital  in  the  form  of  hoiiics,  carriages,  wtucs,  wtioUcns,  silks, 
and  houses.  The  suspension  of  the  production  which  sup- 
plied thciic  people  with  luxuries  would  in  itself  dimiuish  the 
pretent  demand  for  tabor  and  change  the  course  of  indus- 
trial development.  When  the  mere  cessation  of  demand  is 
accompanied  by  tnablHty  to  pa)-  for  what  has  been  consumed, 
the  situation  becomes  even  worse.  The  business  community 
wake  up  to  the  fact  that  they  have  consumed  the  savings  of 
past  years,  that  pnxluctinn  to  meet  this  fictitious  demand 
must  cease,  and  that  even  a  uormal  and  healthful  demand 
must  be  curtailed  while  society  is  repairing  its  shattered 
forces. 

ThcM  influences  at  work  in  the  merchandise  markets 
canuot  fail  to  have  an  inBuciicc  upon  the  market  for  capital. 
Capital  is  idle  nnd  redundant  during  the  period  of  hquidn- 
tioii  following  a  crisis.  Those  who  have  il  are  afraid  to 
inve.st,  and  thoae  who  usually  employ  it  at^  indisposed  to 
enter  the  market  as  borrowers.  When  this  feeling  has  par- 
tially subsided,  capital  can  be  obtained  at  low  rale*,  so  long 
as  the  Mrcurity  is  good,  because  it  is  so  plentiful.  Low  rates 
and  ample  supplies  of  capital  tempt  borrowers,  and  indus* 
tries  de%-e1np  into  activity  and  reduce  the  idle  accumulation 
of  capital  in  the  banks.  The  demnad  increases  the  rale  of 
hiterest,  at  the  same  time  that  the  demand  for  commodities 
hicreases  their  price  and  makes  more  money  ncccs.-wry  to 
carry  on  a  Riven  business.  The  mere  advance  in  prices,  as 
pointed  out  by  Mr,  Mill,  tempts  to  increased  production,  to 
new  investments  and  increased  speculation,  and  ever>' such 
step  increa.<«s  the  demand  for  capital  at  the  same  lime  tlut 
it  diminishes  the  supply.  The  time  comes  when  exports 
diminish  because  of  their  high  prices  as  compared  with 
those  of  the  same  goods  in  other  countries  j  and  then  gold, 
— tile  only  money  which  can  be  used  in  inlerantioaal  ex- 
changes,— betjius  to  go  abroad,  instead  of  commodities,  in 
payment  for  commodities  imported. 

The  withdrawal  of  gold  from  the  bank  reserves  ami  its 
cxjxjrt  abroad  is  usually  the  must  striking  visible  sign  that 
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business  is  «poD  the  eve  of  a  crisis.  Wben  goods  can  no 
longer  be  sold  as  rapidly  as  they  are  produced,— partly  be- 
caose  tlamcHtic  piu-chascn>  can  no  longer  pay  the  enhanced 
prices  and  partly  because  foreign  purchasers  can  bny  aimilar 
goods  elsewhere  at  less  prices. — the  manufacturers  and  iner- 
chantit  are  no  longer  able  to  meet  their  obligations  at  the 
banks  ctt  maturit)-.  They  apply  for  extensions  and  continu- 
adccM  and  iuipoae  a  constantly  increasing  strain  upon  the 
banking  reserves  of  the  banks.  WTien  the  banks  arc  no 
longer  able  to  lend  with  the  same  freedom  as  Iiefore,  (heir 
weaker  cnstomers  defanlt  in  their  obligations,  and  the  panic 
begins.  The  dream  of  rapidly  acquired  riches,  of  constantly 
rising  prices,  of  a  perpetual  advance  in  the  stock  market  and 
of  extravagant  profits,  is  suddenly  brought  to  an  end  and 
merchants  lose  their  illusions  and  look  about  to  discover 
their  real  situation.  They  often  find  that  the  rise  in  the 
price  of  Ihcir  raw  materials  has  kept  ]kicc  with  that  of  their 
products,  that  their  seeming  profits  have  been  calculated  by 
over-discounting  of  the  future,  and  that  they  have  a  great 
slock  of  good.-*  on  their  hands  which  cannot  be  sold  at  the 
cost  of  production. 

The  effects  of  a  crisis  upon  the  accounts  of  a  bank  follow 
so  uniform  a  rule  that  the  history  of  crises  might  easily  Ik 
traced,  by  one  who  understands  their  operation,  by  the  fluc- 
tuations in  the  bank  returns.  The  period  of  speculation 
and  ascending  prices  is  marked  by  a  steadily  widening  sepa- 
ration Ijetween  the  «monnt  of  the  cash  reserves  and  of  the 
loans  and  discounts.  Tbe  cash  falls  while  the  loans  rise. 
The  fall  in  the  cash  is  paitly  due  to  the  steadily  growing 
domestic  demand  for  currency  and  credit,  to  meet  which  the 
ca.*h  is  put  ID  circulation  ;  hut  the  decline  is  sharply  accen- 
tuated, after  speculation  reaches  the  danger-point,  by  tlie 
demand  for  cash  for  scttliiiR  foreign  balances  which  ha\x: 
cca.'icd  to  be  settled  in  merchandise.  The  changed  condition 
of  the  hank's  accounts  np  to  this  point  is  brought  about  by 
the  gradual  operation  of  the  expansion  of  credit  and  the 
rise  of  prices.  The  discovcr>- 1  hat  the  danger-point  has  been 
rCiiched,  and  that  cash  and  diacouuts  are  too  far  apart,  usu- 


458 


msTotty  OF  moDERU  ba.vks  of  /ssvs. 


ally  conies  siKldenly.  as  the  result  of  heavy  withdraivals  of 
spcdc  for  export.  Tlico  begins  the  panic,  which  becomes 
more  or  less  acute  according  to  the  circumstances  of  the  case 
and  the  exteul  to  which  credit  has  b«eit  overstrained.  I'he 
dciuaiids  for  loans  and  advances  iiKrease,  while  the  decline 
of  the  casli  rcscn-e  becomes  so  rapid  as  to  compel  a  prudent 
bank  to  raise  the  late  of  discount.  The  effect  of  the  in- 
crease in  the  discount  rate  is  to  diminish  the  demand  for 
credit  from  those  who  can  do  without  it.  while  it  attracts 
capital  from  abroad  or, — what  is  substantially  the  same  thing, 
— induces  foreign  creditors  to  suspend  the  withdrawal  of  their 
credits  by  the  attraction  of  their  higher  earning  power. 

The  moment  the  acute  danger  is  over  and  the  rush  for 
currency  has  ceased,  a  radical  clmnBC  comes  over  the  ac- 
counts of  the  bank  as  the  result  of  the  arrest  tu  the  activity 
of  afTairs.  The  demand  for  credit  dechnes  to  a  minimnm, 
resulting  in  the  reduction  of  loans  and  discounts,  while  the 
dimiulbbed  demand  for  currency  sends  it  back  to  the  Milvent 
banks  and  results  in  tlic  rapid  piling  up  of  specie  in  tlieir 
reserves.  These  movements  are  the  result  of  inevitable 
financial  laws,  which  seem  to  act  with  automatic  predsiun  at 
the  various  stages  of  a  credit  c)^^.  The  movemcut  of 
deposits  varies  somewhat,  according  to  the  real  pressnre  of 
the  crisis  and  the  banking  rules  by  which  deposits  are 
regulated.  The  general  tendency  of  the  real  deposits, — those 
which  are  not  merely  traiwfers  of  credit  by  the  bank  to  its 
customers  on  account  of  loous, — is  to  follow  the  cash  reserve. 
Thc>'  diminish  when  the  demand  for  currency  is  most  acute 
and  begin  to  accumulate  again  when  the  crisis  is  wer. 
Their  recovery  is  usually  less  rajnd  than  that  of  the  cash 
resen'es  and  is  comparatively  slow  where  real  losses  have 
been  bca\')'  and  the  wealth  has  disappeared  which  made 
depaslis  possible.  The  mm-emcnt  to  withdraw  deposits 
because  of  distrust  of  6oh-ency  of  the  banks  is  more  almor- 
mat  and  has  been  reduced  in  recent  crises  to  a  comparatively 
small  factor.  Such  wttbdrawals.  without  commercial  reasons, 
greoUy  cripple  the  powers  of  a  bank  to  assist  those  who 
need  aaidstance  and  have  been  among  the  most  wrious  dan- 
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gers  of  financial  crises,  where  banking  was  not  iegiiliite<l  by 
souni]  laws  and  amoDg  peoples  where  its  methods  were  not 
well  understood. 

The  intensity  of  the  demand  for  credit  after  the  arrest  of 
inflation  and  of  llie  rise  of  prices  is  usually  in  an  inverse 
ratio  to  tb«  possibility  of  getting  it.  The  demand  of  the' 
moment  is  for  casli,  nr  wlint  represents  cn^h  in  its  geneml 
acceptability  in  the  iliscliarge  of  obligations.  So  long  as 
banks  arc  solvent,  and  their  solvency  is  generally  credited, 
bank-notes  ful&l  this  demand  as  abtsolutely  as  gold.  This 
has  been  proved  repeatedly  in  the  case  of  the  Bank  of  Eng- 
land and  of  the  Scotch  banks,  and  was  proved  in  the  case  of 
the  banks  of  the  United  States  during  the  crisis  of  1S93. 
If  currency  is  hoarded  under  a  solvent  banking  system,  it  is 
because  the  amount  is  believed  to  be  limited  and  those  who 
hoard  it  fear  that  they  may  not  be  able  to  obtain  the  share 
which  they  need  at  the  moment  when  it  may  be  demanded. 
An  clastic  limit  of  note  issue  isa  powerful  neapon  for  restor- 
ing financial  confidence  on  such  occasions.  It  was  the 
existence  of  a  practically  rigid  limit  in  England  in  1847, 
1857,  and  1866.  and  in  tbeVnited  States  in  1893.  which  led 
to  the  pressure  for  currency  aud  the  tendency  to  hoard  it. 
The  removal  of  the  rigid  Umit. — by  means  of  the  suspension 
of  the  Bauk  Act  in  Ungland  aud  by  the  issue  of  Clearing 
House  certificales  and  certified  checks  in  the  United  States, 
—did  much  to  restore  bcaltbfuJ  conditions  to  the  fioaucial 
orgaoism. 

The  expanavc  theorj-,  at  it  is  caUe<l  by  Professor  Mad-eod^ 
has  been  too  of^cn  tested  during  the  past  half  ccnttm-  against 
the  restrictive  theory-  to  leave  any  doubt  as  to  the  wi»dum  of 
the  former.  The  expansive  theor>'  invol\-cs  loans  in  times 
of  panic  up  to  the  utmost  limit,  upon  good  security,  which, 
the  resources  of  the  bank  permit,  in  order  to  meet  the 
emergency  of  the  moment.  A  solvent  bank  need  have  no 
fear  in  a  crisis,  if  it  has  the  power  to  issue  notes  which 
command  the  public  confidence,  that  it  will  not  find  itsspecie 
reserves  fully  restored  after  llie  acute  stage  of  the  crisis  is 
over.     The  power  of  note  issue  may  be  employed  to  the 
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extreme  limit,  so  long  ns  general  business  itself  aud  tlic 
busiiicssof  the  bank  arc  substtintially  soaod.  The  restrict- 
ive theory  assumes  the  necessitj'  of  bringing  everything  at 
once  ton  metallic  basis.  It  is  supposed  tu  have  the  effect 
upon  the  congested  financial  body  of  a  bealthy  pui^ing ; 
and  the  principle  might  be  defensible,  if  it  wtrc  not  for  Ibe 
hardships  which  it  causes  to  persons  who  have  not  carriwl 
the  inflation  of  their  business  to  an  extreme  point  and  who 
are  simply  cinl^Tra8.sed  by  theuiitisual  clamor  of  the  moment 
for  cash,  One  of  the  duties  of  the  banks  is  to  sustain  such 
people  until  the  panic  is  o^-er  and  the  operations  of  credit 
return  to  their  normal  chauiiels.  In  the  language  of  Mr. 
Bftgciiot,  in  critid-sing  the  course  of  the  Bank  of  England  : ' 

What  ia  waDted  «nd  wbat  is  iicc«sa*fy  to  atop  a  panic,  ta  to  difliuc 
the  impression  Ihiit  ihoufjh  money  may  1>e  dear,  jttill  iiionry  i*  to  be 
ba<l ;  if  people  coulJ  lie  really  couviuccd  (Uat  lliey  could  liitvc  tnoocy 
if  Ihcy  w.iit  a  day  or  two,  am!  thai  ullpr  tiiin  is  not  ominifc  mo«t 
likdy  they  would  c«aw  to  nin  in  such  m  mad  way  for  mouey. 

The  regularity  witli  which  production  and  the  absorption 
of  capital  proceed,  from  the  period  of  quiescence  after  a 
crisis  to  the  point  of  excessive  expansion,  followed  by  a 
sudden  check,  a  crisis  and  a  new  period  of  <iniescence,  Justifies 
the  theory  tliat  crises  arc  substarttially  periodic  in  their 
recurrence.  The  seeking  of  special  causes  may  t>e  of  value 
to  enable  the  business  community  to  guard  against  the  repe- 
tition of  old  tni.'itakes,  but  the  belief  that  conditions  can  be 
produced  which  will  put  an  end  to  the  regular  cycle  of 
credit  conlraclion  and  cxpnnsiou  has  not  hvcn  justified  by 
any  theory  of  banking,  of  trade,  or  of  public  finance  which 
has  yet  been  tested.  The  field  for  making  soch  tests  is 
limited  to  a  few  great  commercial  nations,  because  the 
pctturbations  in  nations  where  proihictinn  ia  innrc  limited  and 
credit  more  restraioed  are  of  a  diQKrcnt  character,  often 
influeoced  more  by  local  than  general  causes,  and  afford 
little  instruction  for  the  great  trading  natltnis.  These  great 
natiuns,    moreover,  are  govcmed  by  llic  most  divergent 

*  LomberJ  Sireei,  Works,  V.,  45. 
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policies  in  respect  to  tariffs,  monetary  standards,  bunking 
methods,  aiid  the  inten^cntion  of  the  State  iii  private  nfTairs ; 
yet  Ifae  plieoomena  of  recuiriog  c>-des  of  expaiuion  and 
contraction,  of  exaltation  and  of  depression,  arc  in  many 
respects  the  same,"  In  the  language  of  M.Jiiglar,  "Wars, 
revolutions,  tariff  changes,  loans,  variations  of  fa-ihion,  new 
pathways  opened  to  commerce  arcstill  accused  "  as  Uie  cause 
of  crises.'  One  of  these  events  often  comes  to  precipitate 
the  panic  at  a  particular  moment,  like  the  match  which 
causes  the  explosion  when  the  powder  train  is  fully  laid. 
These  special  causes,  however,  grow  less  easy  of  definitiou 
and  isotatioti  as  the  structure  of  commerce  and  credit  grows 
more  complex  aud  the  industries  of  every  produciug  aatton 
reach  out  to  new  and  diversified  &clds. 

The  salient  feature  of  nearly  e\'ery  criMS  has  been  the 
sinking  of  capital  in  unproductive  enterprises.  These  en- 
terprises have  usually  been  in  new  fields,  whose  limitations 
ha^'c  not  been  accurately  measured  by  investors  or  e\'en  by 
capitalists  of  presumed  judgment  and  experience.  The 
opening  of  such  a  field  has  been  followed  by  a  rush  in  tliat 
direction,  which  has  quickly  exhausted  all  its  possibilities 
and  resulted  in  overproduction  and  the  loss  of  the  capital 
invested.  New  discoveries  and  the  opening  of  new  conti- 
nents have  contributed  greatly  to  these  mistakes  duriug  the 
tnoderu  commercial  age.  One  of  the  earliest  of  these  phe- 
nomena, which  look  place  under  modem  conditions,  was  the 
sinking  of  capital  in  canals  i»  Kngland  in  the  middle  of  the 

'  Th*  argtiincnt  U  not  wilbout  plnuAibility  that  the  protectire  titrifT 
poUcy  comriliutn  to  the  frvtiuency  and  Hcrcrity  of  criaes,  bj-  (he  ait(> 
fidal  BtbDuIns  vtiicli  it  gives  to  fh\-oTnl  iuduetrics,— iaviting  gnat 
iuvotmeuts  of  capil«]  in  tbcae  tlircctionsi  which  icsult  to  orerpro- 
ductioa  audsuIncqucntsiBgnkiJoD.  The  cGTcctofracfa  a  policy  nould 
M«in  to  be  to  glvcajrrky  developcn«t)t  toindtutry,  cauaing  sucr«uive 
periods  of  extreme  activity  aad  czbaoativc  reactioa,  like  the  etTecl  of 
powerful  cltmaLanU  npoa  tbephysicsl  body.  Tb«  proteetioiii^its  ore 
oMe  to  wiawertbat  Great  UrilaiTi.  the  chief  free-lmle  cotiatry,  ba* 
snllcrcd  panics  aa  acute  as  thooc  of  any  olhcr  ualion.  if  Uicy  have 
not  affected  et^oally  her  pennauent  prosperity. 
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eighteenth  centur>-.  It  was  the  beginning  of  the  wonderful 
new  birth  of  Uic  world  out  of  the  grave  of  feudalism  into 
the  modem  nge  of  machiiier^',  steam,  nnd  electricity.  The 
sinking  of  capital  in  canaU  was  fulluwed  by  changes  from 
hand  to  machine  labor,  which  threw  laborers  ont  of  employ* 
mcnt  and  destroyed  tlic  value  of  their  simple  tools ;  by  loans 
to  fanners  for  enclosure  and  irrigation  ;  byimmen^K  subsidies 
by  England  to  European  nations ;  and  by  fifteen  years  of  tbe 
continuous  wasteof  war.  When  the  investing  public  of  Great 
Britain  and  Europe  had  recovered  from  the  looses  consequent 
on  these  events,  tliev  permitted  millions  to  be  swept  away  In 
the  crisis  of  1835  by  foolish  investments  in  Latin-American 
securities  ;  in  1S37,  by  loans  in  the  Vnited  States ;  in  1847. 
by  the  failure  of  the  cotton  crops  ;  in  1857,  by  railway  specu- 
lation ;  in  1866.  by  the  effects  of  tbe  American  war  and  usc- 
lesK  iuvestmeiits  in  cotton  mills  and  ships ;  in  1873,  by 
railway  building  in  tbe  American  wilderness ;  and  in  1890, 
by  a  new  fever  of  investment  in  South  America. 

The  overproduction  of  commodities  by  means  of  inachiacr>' 
ha-t  been  one  of  the  recent  forms  of  the  sinking  of  capital. 
The  n>^e  of  machinery''  has  immeusdy  increased  tbe  produc- 
tive pon-er  of  tbe  world  and  added  to  the  sum  of  comforts  to 
be  distributed  among  mankind.  But  this  power  of  prodnc- 
tioQ  has  been  carried  to  such  a  point  that  it  bos  in  many 
cases  outrun  tbe  effectiiT  demand  of  the  community.'  Over- 
production in  a  broad  sense  is  bartlly  within  the  power  of 
the  entire  producing  mechauiAm  of  mankind.    The  world 


>  Prof.  Lexb  of  Gottingen  points  out  that  OT-CTprodiictioB  Is  now 
line  in  many  cami  to  tbe  <!cv«topincnt  of  lb«  in<!u«tri«l  capacity  of 
catabtislimcnts  far  beyoud  any  coucurreiit  laarket  dcttiand  and  to  Utelr 
loog  eonlinnnl  opcratioa  wbrn  tbey  bare  ecaicd  to  pay  dividend*. 
Abstract  political  economy  of  iLe  oM  school  taught  that  when  price* 
no  lonj^t  rqaallcd  the  cost  of  production  and  a  fair  ptolit,  production 
tFould  he  dlminisbed  or  smpended ;  tmt  tfa«  irntem  of  joint  stock 
rompanlea  enablen  nuDy  to  remaia  va  opcraiion  foi  ycara  vltbout 
paying  dividend*.  w1ift«  on  ledn-iduiil  eniplover  would  clote.  and 
even  th«  Ifttlcr  is  oAitt  tctnptcd  to  coulinue  md  itnprofitaMc  produc* 
tion  upon  llii:  theory  that  be  thereby  avoids  tbe  "  detcnocNtioo  oflbc 
plaal."— Wells,  73. 
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is  not  too  ricli  in  the  products  of  human  labor,  but  is  still 
too  poor.  But  overproduction  for  all  practical  putposes  '\% 
production  beyond  the  effective  demaud  of  those  who  have  the 
means  and  habit  of  using,  and  the  capital  employed  in  the  pro- 
duction of  goods  wliicli  aic  not  consumed  is  more  hopelessly 
sunk  thau  if  devoted  to  railwaysor  public  works ;  for  railvvays 
and  public  works  may  prove  of  value  in  the  future,  e\'en  if 
tlieir  production  has  outrun  the  necessities  of  the  present.' 

One  Q&  the  striking  effects  of  a  commercial  irrisis  under 
uiotU-m  condition:!  is  its  iiinnence  upon  the  distribution  of 
wealth.  Accumulated  capital  suffers  much  more  than  pro- 
ductive industry'  and  the  result  is  to  transfer  the  interest  ou 
such  accumulations  and  a  part  of  the  principal  to  labor. 
Thow:  Iiiborers  who  continue  to  earn  their  customary  wages, 
including  those  who  earn  professional  salaries  as  w«ll  as 
those  who  labor  with  llieir  hands,  are  benefited  materially 
in  a  period  of  low  prices,  becau:»:  of  the  greatly  increased 
purchasing  power  of  their  earnings.  Even  laborers  who  are 
thrown  out  of  cmptoymcut  cannot  suffer  any  such  loss  in  a 
modern  ci^'ilized  state  as  is  suffered  by  capital ;  for,  if  they 
are  witliout  savings,  they  derive  the  means  of  Bubsl.stence 
from  public  charily,  contributed  by  taxation  upou  the  accu- 
mulated earnings  of  capital.  Ouly  so  far  a^  their  degree  of 
comfort  under  sueh  conditionR  diffem  from  that  when  they 
are  wage  earners  do  they  suffer  an  actual  material  loss, 
whatever  may  be  the  social  evils  of  their  situation. 

But  the  effect  of  a  criss  upon  the  distribution  of  wealth  is 
more  profound  than  the  mere  Ios.ses  which  it  occnsions 
during  the  period  of  acute  deptessioa.  Such  a  crisis  is  the 
result  of  overproduction  and  Is  followed  by  the  accumnla- 
tiou  of  idle  capital  iu  the  bauks  aud  public  depositaries. 
Bvery  crisis  of  modem  limes  has  witnessed  a  greater  ac- 


'  I*rof.  V*\\\  I^roy-ncralien  pointB  out  that  8  rsilway  constitotea  sn 
•ccual  econaniic  benefit  to  the  eommatiity,  rv«t)  Hiongb  it  fntU  toj>ay 
opcraliuK  expenses,  if  the  nronotny  in  tiHU3p«Hulion  which  results 
ArcHti  lit  operaLion  as  comparMl  viih  tuv-«xk&tinj[  tneaiis  of  unusiKjr- 
l«ti«ti  i»  tiiScicat  to  jMty  Ibc  interest  ou  the  C«pit«l  iovest«d.— £<t 
Sdentedti  Finanas,  It.,  216,  note. 
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cumulation  <^  idle  cajntal  than  those  which  have  preceded, 
aitd  the  rcfiult  has  been  keenly  felt  in  recent  years  in  the 
decline  in  the  rate  of  interest.  A  given  capital  which  earned 
six  per  cent,  a  decade  or  two  a{;o  now  earns  but  three  or 
four  per  cent,  and  double  the  accumulation  is  required  to 
render  the  same  return.  Every  crisis  corrects  the  tendency 
to  the  undue  earnings  of  accumulated  capital  by  arresting 
the  advance  in  prices,  inducing  the  value  of  mannfacturing 
and  railway  plants  and  of  the  securities  wliich  represent 
them,  and  in  many  ca.scs  compelling  the  readjustment  of 
nominal  capital  tipon  a  reduced  basis.  Capital  vs,  often 
deprived  absolutely  of  earning  capacity  for  several  yean 
following  a  cri-iLs.  This  implies  that  if  production  continues, 
the  proceeds  are  distributed  without  charge  bc>-ond  the 
wages  of  labor  among  the  consumers  of  the  community. 
An  industrial  enterprise  which  continues  to  operate  without 
pro6t  or  at  a  loss  during  .t  period  of  depres»on  transfers  all 
itshenefits.  therefore,  to  the  wage  earners,  and  llicir  wealth  is 
enhanced  at  the  expense  of  the  owners  of  inherited  or  accu- 
mulated capital.' 

The  argument  is  sometimes  made  that  issues  oT  paper 
curreucj'  pave  the  way  for  crises  because  they  jrile  up  a  vast 

'  Till*  theory  bn  been  more  boldly  irarkcd  out  %y  Da»tiat  in  bk 
Hartncnies  £amQmi^ues,  and  ncenUy  by  M.  Uudore  Ilruiei  In  lils 
La  Crise  .•  Stlaation  ^tonomiqve  de  la  Belgiqut,  1884,  wbo  decluc* 
tb«1  "In  the  luraaiuc  that  npilal  iucrcasrs,  the  absolute  share  of 
thv  rapitalttt  in  the  lotnl  product  i*  angmrntcd  aad  bi>  relative  part 
ditnint8b«<l.  Tb«  luborcr,  on  the  conliary,  w«a  bb  ftbarc  angwmt 
In  both  KQses."  A  atriking  illDsiration  of  the  shriok«se  of  the 
eaniingsor  capital  Unffurdeil  by  aublepnnted  Iiy  M.  Mcctor  I>eoi«. 
abowing  tbt  dividcu>ls  ot  corporatiooa  in  Bcl^'ium  from  1870  to  1890W 
Tbc  mazimura  wat  altainnl  In  rtt7>.  wbcn  corpofaie  (.■Amtnga  Kne 
T'.JV'M^  frmnw.  Tb«  fignm  Rhnrak  in  1*77  (o  3S.R37^ao  franea, 
•IWr  Mfaicb  they  Kmiloally  r«covct«d  ualil  tSS},  wbro  tbcy  woe 
6i.86cx8us  franc*.  Tfacrc  were  M>me  Iomo  in  flacceediog  yean,  uul 
tbc  amount  la  1883  nrM48,;>t,o46&ai>ca,  but  Ibe  total  in  iS9obad 
lisniagaia  t07),S7,'>,3J5fnuica.  It  is  otwioua  tlmla  rangcaf  floctu- 
ationa  repreamtiug  fifty  jwf  crnt.  of  tbc  maxitnom  is  k'^'C  tbaa 
could  be  matcbcil  foribc  atufrcgale  cam  tnga  of  labor.  La  Dtpreuiom 
^totomi^iu  €t  So<iate,  61-74^ 
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credit  structure  on  a  slender  basts  of  coin.  While  this  con- 
ception may  have  some  incidental  truth,  the  fundainetital 
idea  upon  which  it  is  usually  based  is  wrong.  A  bank-note 
is  secured  by  the  substantial  assets  of  the  bank,  which  are 
chicBy  bills  of  exchange  reiircscnttng  commodities.  It  docs 
not  matter,  so  long  as  the  bills  are  genuine,  that  the  same 
merchandise  may  have  been  the  subject  of  several  transac- 
tions 3nd  of  several  bills,  for  the  maker  or  endorser  has  ill 
each  ca^ie  sulustantial  means  to  cover  his  obligations  if  he  is 
doing  a  prudeut  business.  Credit  may  be  overstrained, 
fictitious  bills  may  be  drawn,  and  losses  may  result,  but 
such  losses  arc  not  often  due  to  the  issue  of  bank-notes.  A 
mau  may  strain  his  credit  by  too  many  verbal  promises  to 
pay  bags  of  gold,  where  a  purely  metallic  currency  is  used, 
just  as  he  may  strain  it  by  putting  those  ]>rorai.ses  in  the 
form  of  negotiable  paper.  He  may  strain  it  even  more  by 
book  credits  and  abuse  of  the  confidence  of  capitalists  than 
he  can  ever  do,  under  modem  conditions,  by  obtaining  notes 
from  a  Ixiiiker.  Nothing  hut  the  brushing  away  of  nil  fonns 
of  credit,  and  return  to  barter  and  the  hoarding  of  vast  piles 
of  gold,  would  prevent  any  passible  abuse  of  credit ;  and 
that  would  be  the  destruction  of  modern  commerce,  with 
all  the  increase  in  productive  power  and  the  distribution  of 
the  products  of  that  power  which  it  has  brought  to  the 
human  race. 

The  conception  that  every  transaction  in  which  coin  docs 
not  pass  is  a  credit  transaction  ignores  the  essential  fact 
that  the  business  community  is  trading  in  commodities  and 
not  in  the  precious  metals.  The  advocates  of  a  larger 
metallic  circulation  have  a  favorite  metaphur  by  which  they 
picture  "the  vast  stnicttirc  of  credit"  as  an  inverted 
pyramid,  supported  in  uusl.ible  equilibrium  upon  a  golden 
apex.  A  better  image  than  that  of  the  inverted  pyramid 
would  be  that  of  the  railway  or  caual,  which  by  a  single 
route  permits  the  happy  interchange  of  all  commodities.' 

*  "Currctury,  therefore,  is  not  capital,  any  more  Ihan  iihipA  are 
frcif^Iit ;  it  is  only  a  Uti«r-«aving  mnctiine  for  nuikiBg  easy  tmwfen." 
SuiUDcr,  lliiiory  of  American  Currxmy,  171. 
)» 
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Proper  facilities  for  transportatioii  do  not  require  a  car  for 
every  car-load  of  wheat  which  exists  nor  a  canal  tuoad 
enough  for  all  vessels  to  pass  abreast.  The  possibility  <^ 
having  the  car  when  it  is  needed,  the  promise  of  the  use  of 
the  canal  for  a  brief  time,  serve  every  purpose ;  and  no  one 
thinks  of  charging  that  the  transportation  system  is  "avast 
structure  of  credit "  resting  upon  a  few  real  cars  ot  upon 
abnomially  narrow  tracks. 


CHAPTER  XX. 


THE    EARLY  CRISBS  OP  TBH  CKSTtTlV. 

the  Periodicity  of  Ctiks  op  to  1793— The  Use  of  Accommodation 
BilU  in  (lie  CrUi«  of  1782— The  EHeel*  of  the  Napoleonic  Wan 
and  Ibc  Cctsta  of  tSto— Tbc  Speculative  Mauia  of  iSsj—Tlte 
Specie  Circular  and  tbe  Bank  War  iu  tbe  Unlte«1  SUtea— Tlie 
Railway  Devtloptnent  and  the  Criaia  of  1847. 


THE  dcvdopment  of  existing  meihcxis  of  commerce 
and  of  ct«(lit  belongs  esiteiiUally  to  the  {>eriod  of  tlte 
last  centur>'  iind  .1  half.  Great  commnctnl  trnnsaclions 
were  carried  on  before  that  lime,  but  they  were  carried  on  by 
other  banking  methods  than  those  of  the  uiodeni  age.  The 
voild  vias  not  linked,  as  it  is  to-day,  in  all  its  parts,  by  a 
community  of  commercial  operations  and  by  house.4  of 
ititeruaiioiial  banking  credit.  Such  economic  crises  as  oc- 
curred were  local  in  their  effects  and  were  produced,  miicli 
mure  directly  and  more  often  than  those  of  to-day,  by 
poHlical  events.  Thcirchicf  interest,  therefore,  is  ia  demon- 
strating the  essentially  periodjccltaracterof'such  convulsions 
wherever  ccanmcrce  has  attained  anything  like  its  modem 
development.  Professor  Jevons  finds  some  evidence  of  a 
stock-jobbing  mania  as  far  back  as  1683  and  others  in  1711, 
1721.  173'.  '7*3'  '77''73.  *"d  1783.  with  evidence  of  periods 
of  high  prices  in  1743  and  1753.  Complaints  of  stock  job- 
bing and  "  bubbling"  were  so  pronounced  that  acts  were 
passed  by  Parliament  in  1710  and  1711,  and  agaiu  lu  1733, 
with  the  result,  according  to  Defoe,  that  "  a  happy  stop  was 
pnt  to  this  sj^reading  mischief."  ' 
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The  first  serious  credit  crisis  of  which  suthtotic  details 
exist  was  that  of  1763,  when  the  intlatcd  bubble  blown  by 
the  Seven  Years'  War  was  pricked  by  the  coming  of  peace. 
This  crisis  is  of  peculiar  interest,  because  it  was  mast  severe 
nl  Amsterdam  aiid  Hamburg,  where  no  paper  currency  was 
employed  except  the  "  bank  money  "  issued  against  deposits 
or  coin  by  the  Bank  of  Amsterdam  and  the  Bank  of  Ham- 
burg.  The  nest  great  crisis, — that  of  1772, — fell  upon  Eng- 
land and  Scotland  in  the  nii<lst  of  a  period  of  remarkable 
industrial  and  inventive  activity.  The  first  act  forlhe  build- 
ing of  a  canal  in  England  was  passed  in  1755,  and  the  next 
twenty-five  years  witnessed  the  construction  of  a  network 
of  canals  more  extensive  than  those  of  auy  other  country 
except  Holland.  Briudlcy  completed  the  canal  from  Worsley 
to  Manchester  in  J762  and  Arkwrigbt  and  Watt  were  at  the 
same  Utue  devdupiuK  Uieirwonderfnl  mechanical  inventions. 

TUc  practice  of  drawing  accommodation  bills  seems  to 
have  come  into  use  iu  Scotland  fur  the  first  time  just  before 
this  crisis,  althougb  there  is  evidence  ttint  it  had  been  prac- 
tised earlier  in  England.  A  newspaper  of  the  timecoiitained, 
s  letter  stating  Uiat  "  Banking  cfimpanics  had  appeared  in 
almast  ex^exy  comer  of  llie  Kingdom,  and  bills  of  exchange 
bad  been  multiplied  by  a  new  method  called  Swivelling, 
without  s  11  y  solid  Iransadious."  '  Adam  Smith  alludes  to 
"  the  well-known  sbif\  of  drawing  and  redrawing,"  and  so>'s 
that  "  The  practice  of  raiding  money  in  this  manner  had 
been  long  known  in  England,  and  during  the  course  of  the 
late  war,  when  tlic  high  profiu  of  trade  afforded  a  great 
temptation  to  overtrading,  is  suid  to  have  been  carried  on  to 
a  very  great  extent."'  Profeseior  MacLeod  declares  the 
system  of  accommodation  bills  to  be  "  the  euise  and  bane  of 
commerce,"  and  cxprcsesthe  opinion  that  "it  has  been  the 
great  cause  of  those  frightful  commerdal  crises  which  seem 
periodically  to  recur."'  The  English  courts  ha\*c  decided, 
bowe^'er,  that  a  bill  given   for  a  cousideration  is  a  good  bill 


'  FvbtU  Adt-frHier,  Jnly  8, 1771,  quoted  br  Uaci:,eod,  IL,  315. 
■  Wealth  of  Nations,  Book  II..  Cit.  It. 
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and  ttifit  such  coiisiderntioii  exists  when  sucb  bilU  are  mu- 
tually interchaDgcd .  This  makes  it  difficult  to  legislate 
against  accDuiiLioilation  bills,  even  if  it  n'ere  desirable,  with- 
out  destroying  banking  transactions,  which  are  based  upon 
a  similar  interchange  of  credits.' 

The  crisis  of  ijSjis  notable  for  haWng  bad  an  international 
character,  iu  nflfcctiiig  the  Caisie  d' P-satntptc  in  Paris  as  well 
as  the  British  banks,  and  for  the  enlightened  policy  of  sus- 
Iftining  credit  adopted  by  the  Bank  of  England.  A  policy 
of  rigid  contraction  was  at  first  follou'ed  by  the  directors, 
but  as  soon  as  this  polic>'  had  turned  the  flow  of  bullion 
towards  England  tbej-  came  boldly  to  the  assistance  of  the 
government  and  expanded  Uieir  discounts  to  solv-ent  bouses. 
A  different  policy  was  purstie<l  iu  the  crisis  of  1793  and  it 
was  the  government,  instead  of  the  bank,  which  came  to  the 
relief  of  credit.  Everything  was  ripe  iu  England  iu  1793 
for  the  explosion  of  a  crisis  when  the  dislurlwinccs  in  France 
Slid  the  declaration  of  war  by  the  National  Convention 
applied  the  torch.'  A  large  failure  occurred  in  London  on 
February  15.  1793,  and  the  panic  spread  throughout  Euglaud, 
causing  the  failure  of  over  one  hundred  of  the  country  banks 
and  frightening  the  Bank  of  England  into  the  reduction  of 
its  discounts.*  The  pressure  for  money  suggested  to  Sir 
John  Sinclair  a  return  to  Montague's  device  in  1697  of  Issu- 
ing Exchequer  bills  to  solvent  merchants.  A  committee  was 
appointed  by  the  House  of  Commons,  which  promptly  re- 

'  MacLcoiI,  Theory  atd  ISvetUeof  Banking,  1.,  J59-*S- 
'  M.  jD)(l«r  lays  otrout  upon  tbe  Tact  tliui  Ihi*  crisu  ws>  a  tyi>ica] 
commerdAl  cruis,  due  to  ceooomic  conditiwu,  nad  wai  not  cfs^ntially 
hastened  by  the  dcclantioa  of  war,  for  nn&tTorabIc  cxchan);cH  ant] 
exports  of  specie  lud  nlreaily  Ht  iu  twciTc  moaltia  before  bceUliiiea. 
Prance  Kuffcrcd  fttcvercctop  fnllure  id  1789,  l>nt  tbU  did  not  ormt 
Hie  expouion  of  credit  and  of  comiucrciftl  opcratiODa  until  tbc  period 
of  ten  yeare  from  tbe  preceding  crins  of  1783.— £)r(  Crises  Commer- 
ciaUi,  303. 

*  Coontry  meidiants  and  bankers  vere  penoiited  under  then  exist- 
ing tavs  to  iuue  optional  notes,  payable  iu  the  country  or  in  London, 
sad  it  is  stated  that  nut  of  379  country  beukers  iaeuiug  notes  K4 
xl  tbese  optional  notes. — I,evi.  69. 
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ported  in  favor  of  tbe  issue  of  £%,ox3.ooo  in  such  bills  under 
the  direction  of  a  board  of  commissioners.  The  bill  was 
passed  af^er  some  opposiition  and  afforded  almcist  instant 
relief.  Applications  for  ^2,ao2.ooo.  made  by  238  persons  or 
fimis,  were  granted  and  only  forty-nine  applications  were 
definitely  rejected.  Only  two  of  the  parties  assisted  became 
bankrupt,  much  of  the  money  was  repaid  before  it  was  due, 
and  the  government  obtained  a  clear  profit,  aboi*c  all  inci- 
dental expenses,  usi  £45^. 

Tbe  period  from  tbe  crisis  of  1793  to  the  close  of  the  Na- 
poleonic wars  in  1815  was  marked  by  several  spasms  of  panic 
in  the  markets  of  Great  Britain  and  the  Continent,  but  these 
convulsions  were  so  directly  due  to  political  eventa  that 
they  lose  much  of  the  regular  diaractcr  of  commercial  phe- 
nomena. Tbe  period  of  expanding  credit  was  inlermpted 
in  Hngland  by  the  .4ii>>pensiQn  of  specie  pajnnents  in  1797, 
and  wa3  again  cat  short  in  1803.  after  the  upuiud  movement 
bad  Ijccn  resumed,  by  the  rupture  of  the  Peace  of  Amiens. 
France  witnessed  a  collapse  of  credit  soon  after  the  nipture 
of  tbe  Peace,  which  brought  Xapolcon  back  from  Austerlitz 
to  reorganize  tbe  Bank  of  France.'  The  speculative  oppor- 
tunities of  the  long  war  Icfl  their  impress  upon  the  trade  of 
Europe  and  the  United  States  for  many  years,  and  tbe  inci- 
denu  of  the  tmde  drove  the  United  States  into  war  vrixU 
Great  Britain. 

T^  Crisis  of  iSlo. 

The  pnblication  of  the  Berlin  decree  of  Xapolcon  on  No- 
vember 21,  1806,  shutting  British  commerce  out  of  Europe, 
was  one  of  a  series  of  e\'ents  which  led  to  the  wildest  specu- 
lation in  raw  materials  and  steadily  advanced  their  prices. 
The  products  of  the  countries  of  the  I£ast  rose  to  double  or 
treble  their  usual  fif>ure&,  and  the  French  occupation  of 
Spain  qtiadntplcd  the  price  of  Spanish  wool.  France  wa;* 
supreme  in  lUly.  which  affected  the  value  of  silk,  ojid  she 
attempted  to  dictate  a  policy  of  exdusioa  against  Great 
Britain  to  Ruwia  and  Sweden.    These  efforts  of  tbe  Prenclt 
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Emperor  were  far  from  effective  iti  stifliug;  commerce,  but 
tbe}-  gave  it  tlie  character  of  a  speculation  and  unhauwd  its 
prints  when  it  was  successful.  The  imports  of  the  United 
Kingdom  iiicreaitcd  from  ^£28,561,270  in  180510^39,301.- 
613  ia  1810  and  the  exports  iucreascd  in  the  same  period 
fro»u  ;£3'.c>64.493  to  ;C43.5*8,757.  England  lost  trade  in 
the  United  Slates  by  her  retaliatory  decrees  against  Na- 
poleoa,  which  drove  American  products  to  France,  but  Brit- 
ish goods  penetrated  through  Napoleon's  paper  blockade  at 
Embden  and  Hamburg,  and  the  corrupt  French  officials 
grew  rich  as  the  price  of  certifying  that  these  goods  were  the 
product  of  Prussian  factories.'  The  country  banks  of  Eng- 
land increased  under  the  stimulus  of  speculation  from  z;o 
in  1797  to  600  in  rSo8,  and  731  in  iSio.  The  Bank  of  Eng- 
land, in  the  meantime,  increased  its  discounts  from  ^9,100,- 
000  in  i8c4  to  ;{^i6,40o,ooo  in  1809,  and  ^{[3 1.400, 000 in  1810. 
The  circulation  of  the  Bank  of  England  rose  from  ^16.400,- 
000  in  1801  to  j^24,2oo.ooo  in  1810,  but  the  increase  was 
trifling  up  to  1809  and  was  the  consequence  rather  thau  the 
cause  of  the  great  increase  in  prices  due  to  speailation. 

If  over-issues  of  bank-notes  were  responsible  in  some  de- 
gree for  the  speculative  matiia  iu  England,  rather  than 
merely  its  convenient  tools,  it  was  because  the  divorce  of 
the  paper  currency  from  specie  made  hank-note  issiKS  easy 
and  their  issuers  irresponsible.  The  proof  that  the  spectila- 
livc  mania  \%'as  not  due  entirely  to  the  issues  of  paper  mouey 
in  Great  Britain  may  be  found  in  the  fact  that  a  like  condi- 
tion existed  in  France,  which  was  upon  a  specie  basis.  Tlie 
liquidation  which  followed  the  crisis  of  1805  caused  coin  to 
pile  up  iu  the  Bank  of  Prance  to  such  an  extent  that  the 
bonk  was  obliged  to  invest  a  part  in  the  obligations  of  the 
receivers  general  and  to  re<luce  interest  to  two  and  three  per 
ccdL'  Commerce  began  to  expand  again  in  1808,  and  the 
discounts  of  the  Bank  of  France  reached  in  that  year  142,- 
000.000  francs  and  in  rSro  187,000,000  francs.  Numerous 
failures  occturcd  in  iSio,  but  the  leading  merchants  of  Paris 

'  Cttntiitiictuiu,  II.,  531,  aote. 
•Juglar,  4o6l 
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kept  tlicir  beads,  discouraged  exaggerated  spccolations.  and 
picvcntcd  a  serious  panic.  In  England,  business  came  to  a 
stftndititl,  the  discounts  of  the  bank  dropped  from  /23,ooo,- 
ooo  to  ^I2,ooo,coo  and  on  April  ii,  iSii,  the  Treasuiy 
came  to  the  rescue  of  the  market  by  an  advance  of  ;^6.ooo.- 
ooo  in  Exchequer  Iwndn  to  merchants  oflering  good  security. 
The  period  of  liquidation  was  made  more  severe  than  usual 
and  reco\'er>'  sUm'er  bj*  the  great  poverty  of  the  crops  of 
i8ii.  Speculation  iit  agricultural  products  and  land  led  to 
the  rapid  extension  of  the  system  of  enclosure  of  land  which 
had  formerly  been  in  commons.  Such  larice  xums  were  sunk 
in  fencing  aud  im|m)vements  and  so  much  land  was  brought 
under  cultivation  that  the  fall  of  prices,  upon  the  close  of 
the  Kapolcunie  wars  and  the  resnmption  of  specie  pa^inents, 
ruiued  many  small  cultivators  and  threw  their  land  ^un 
upou  the  market.' 

Th<  Crises  fi/  /S/f-ip, 

The  commercial  movements  of  Ihc  second  decade  of  tlie 
present  cenlur>'  reflected  the  disturbed  condition  of  public 
affaini.  The  policy  of  crushing  each  other's  trade  by  paper 
blockades  and  interference  with  the  rights  of  neutrals,  which 
governed  England  and  her  allies  on  one  side  and  France  and 
her  dependencies  on  the  other,  made  commerce  like  the  out- 
ing of  dice  in  a  game  of  chance.  Markets  which  bad  been 
closed  to  Hnglifih  and  American  goods  were  opened  fmtd 
time  to  time,  with  llie  expuUiun  of  the  French  from  Portu- 
gal and  Spain  and  the  acccssiou  of  Russia  aud  Sweden  to 
the  coalition  against  Napoleon.  The  news  of  bis  disasters 
in  Rus-iia  in  the  autumn  of  :&t3  diffused  the  belief  in  Eug< 
land  that  the  French  Emperor  was  upon  the  e\'cof  his  down- 
fall and  that  France  would  soon  be  thrown  open  to  the 
commerce  of  the  worid.  Speculation  ran  riot  in  colonial 
produce,  which  it  wss  believed  would  find  a  ready  market 
in  France  at  the  extmvaKant  prices  which  ruled  there  for 
the  small  quantities  wliicb  had  escaped  the  CodtioeataJ 

■  Ctmtiiti|{tiuu,  II..  479- 
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blockade.'  The  rejection  of  the  recommendations  of  the 
Biilliou  Report  aud  Die  deprecifilion  of  incdeemable  bauk- 
□otcs  in  England  encouraged  the  delusion  that  the  growth 
of  wealth  was  conimensurate  with  the  rise  of  prices.  Prices 
reached  their  maximum  at  the  moment  of  the  abdication  of 
Napoleon  in  the  spring  of  1814  and  the  coming  of  the  gen- 
eral peace  The  Djicning  of  the  Continental  markets  bad 
been  loo  greatly  diacuunted,  goods  could  not  be  sold  at  the 
prices  at  which  they  wtrie  held,  and  the  fabric  of  paper 
wealth  tamhied  like  a  bouKe  of  cards.  The  country-  hauks 
failed  by  the  score  in  1815,  1816,  ami  1817,  and  the  disap- 
pearance of  their  notes  fto  contracted  the  paper  circulation 
that  Bank  of  England  paper  seemed  for  a  moment  od  the 
point  of  touching  par.' 

The  United  States  were  already  feeling  the  einharrassnieiits 
of  a  new  country  in  maintaining  an  adequate  metallic  circu- 
lation, when  the  War  of  iSi  2  and  the  financial  incompetence 
of  the  government  precipitated  a  crisis.  The  expiration  of 
tile  charter  of  the  Bank  of  the  United  States  in  iSii  brought 
many  new  banks  into  the  field  and  a  veritable  banking  mania 
prevailed  for  several  yearsiu  the  Middle,  Southern,  and  West- 
ern States.  The  offer  of  the  Pennsylvania  shareholders  of 
the  liank  of  the  United  States  to  pay  a  bonu>i  of  J500.000  to 
the  Stale  for  the  privileges  of  a  State  charter,  and  to  loan 
the  State  $500,000  in  addition.'  aroused  such  extravagant 
estimates  of  the  profits  of  bonking  that  the  proposition  was 
rejected  and  an  effort  made  to  secure  these  profits  for  local 
banks.  A  bill  authorizing  fort)--one  new  banks  was  pasncd 
m-er  the  i-cto  of  the  governor  and  thirty-seven  of  them  went 
into  operation  in  1S14.  Similar  events  occurred  in  other 
Stales,  and  in  two  years  the  number  of  banks  in  the  United 
States  increased  from  S8  to  208.  The  volume  of  specie  was 
not  adequate  to  support  the  mass  of  credit  thus  attempted 
to  be  created  and  what  there  was  ia  the  country  rapidly 

'  Coffee,  whicb  wm  four  pence  per  ponnd  in  ECngland,  bad  been 
aelliiiK  for  four  or  five  Bbilliag»  in  France— JugXar,  313, 
•  l'iJf^.it\. 
•McU>ut«-,  IV.,  a87. 


474      ff/sroxr  Of  uoDESN  banks  of  issue. 


drifted  to  New  England,  where  prices  were  low  and  traniac- 
tions  wtrre  upou  a  metallic  basis. ' 

It  u«cded  but  a  brcatli  to  overtliron  credit  iu  the  Soutll 
and  We-st,  and  the  motive  came  with  the  capture  of  Wasb- 
ington  on  August  34,  1814.  The  banks  of  Philadelphia 
unnouuced  their  suspension  on  August  31st,  and  the  banks 
of  New  York  followed  on  the  next  day,  and  did  not  rcsDiae 
until  after  tlie  creation  of  the  second  Bank  of  the  United 
Stales  in  1817.  The  oountrj*  was  stripped  of  specie,  notet; 
were  issued  for  as  small  au  amouul  as  one  cent,  and 
many  municipalities  put  out  notes  for  a  few  cents,  redeem- 
able in  bank-notes  and  receivable  for  taxes,  ■  The  period 
following  llie  war  was  one  of  prostration  in  the  United 
States  as  well  as  tn  Great  Britain.  Tbe  United  States  were 
for  a  short  time  importers  and  found  the  British  exporters 
eager  to  sell  l>ecatise  of  the  excessive  stocks  they  bad 
accumulated  iu  anticipation  of  the  European  peace.  But 
iraportitions  fell  off  as  the  American  people  discovered  the 
real  poverty  ivilh  which  they  had  come  out  of  the  war. 
The  mouth  of  August,  1819,  found  20,000  persons  seeking 
employment  iu  Philadelphia,  and  a  similar  couditiun  of 
aiTairs  in  the  other  great  cities  of  the  North.* 

Tlic  economic  disturbances  in  England  «-ere  chiefly  nione- 
tnry  in  1817  and  1818,  but  wt-rc  intensified  by  jicarcity  and 
the  high  prices  of  cereals.  The  monetary  difficulties  w«re 
due  to  the  steady  wnlhdrawal  of  gold  fur  foreign  coitmges 
and  in  tbe  fonn  of  suhscriplions  to  PnisMan.  Austrian,  and 
French  loans.  The  sura  of  125,000,000  francs  in  gold  was 
coined  nt  the  Paris  mint,  of  which  three-fourths  was  esti- 
maletl  to  have  been  drawn  from  England. '  France,  in  the 
meantime,  was  paying  the  penalty  of  defeat  in  the  field. 
Commercial  aSairs  were  brought  nearly  to  a  standstill  by 
the  entrance  of  the  Allied  armies  into  Paris  in  1814.  and 
they  snflered  another  period  of  enforced  liquidatioD  after 

'  t'iJi  p.  315^ 

■  UrMutWr.  IV.,  9Cf]. 

'  Sumner,  Niilcrf  of  Amttieam  CUrrtnty,  79. 

'Juglir.  327. 
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Napoleon's  rctuni  from  Htba  in  March,  1815.  France  n-as 
obliged,  after  Waterloo,  to  issue  500,000,000  francs  of 
public  cbligatious  to  pay  the  war  coutributions  imposed 
upon  her.  The  price  of  securities  fell  so  disastrously  that 
the  Minister  of  Finance  came  to  the  rescue  of  the  market 
and  Joaned  freely  to  the  speculators,  in  order  to  maintain 
price*.  The  result  was  to  bring  the  securities  raining  upon 
the  Paris  market  and  to  increase  the  exportation  of  bollion. ' 
The  metallic  rcacrv'c  of  the  Bank  of  France  fell  from  117,- 
000,000  francs  00  July  1,  1818,  to  37,000,000  francs  on 
October  29tb.  The  bank  shortened  the  term  of  commercial 
discounts  to  forty-five  days  and  in  1819  was  flooded  again 
with  idle  capital. 

Tht  Crisis  0/  rSas- 

The  next  great  crisis  which  shoot  the  commercial  world 
attaiued  il»  height  io  England  at  the  end  of  the  year  1825. 
The  metallic  reserve  of  the  Bank  of  Knglaud  steadily  in- 
creased from  1820  until  1S23,  when  i:  stood  iit  ^14,100.000, 
while  the  circnlaliim  was  reduced  until  it  stood  at  about 
;£i6.3oo.otx>.  The  Bank  vs-as  required  by  the  Act  of  1819I0 
retire  its  ^5  notes  by  redeeming  them  in  gold  within  four 
years.  This  demand  for  gold,  comporativ-eiy  trifling  in  itself, 
van  accompanied  by  a  foreign  drain  due  to  the  immense 
loans  contracted  by  the  go\-eniments  of  Europe  and  I^tin 
America  and  the  fever  of  speculation  in  domestic  and  Amer- 
ican companies  which  developed  in  England.  This  spccula- 
tivemania  was  attributed  by  Mr.  J.  H.  Palmer,  the  Governor 
of  the  Bank  of  Hngland,  to  the  reduction  of  the  interest  on 
goveniment  securities.  He  soid  to  the  Parliamentary  coin- 
inillev  of  in<iuir>'  into  the  causes  of  the  crisis  : 

Tbe  firrt  moveiiieBt  In  tfa«t  retpect  wu,  t  think,  upon  jf  i35.ooo,- 

000  of  Atc  jM-r  ccsta.,  which  took  pUcc  in  (Saj.  In  tlie  fcubscquctit 
>dir,  1814,  rollowed  the  redtictioD  of  ^Ho,ooo,ooo  of  four  per  ceiitSL 

1  liAvc  nlwajrs  comidcrcd  Ibai  rtduction  of  lDlcr««ts,  «uo-linh  in  ob« 
ciu>e,  un<I  oni^ciKlitli  in  Uie  other,  to  hnTc  crented  the  fwcrish  feeling 

'  RRffal«vicb,  MarM  I'iMAidfr  fa  ]8$i,  9. 
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in  the  mind!)  of  Ihe  ptiblic  «t  large,  which  proinittctl  nlmotl  wvry- 
bwly  to  cutertsii)  iiny  proposition  for  iuvcBtment,  liow«v«r  abctml, 
which  fan,  tciulcrrd.  The  excitement  of  (fast  period  was  farther  pro- 
moted by  tlie  acknowIedgDieut  of  Uie  South  American  repoblics  b/ ' 
tbia  cousto^,  aud  tbc  indaccmcuu  bdd  out  for  eagagiog  to  tuiatag 
openltoni,  and  losiiH  to  thoae  liovcmtnetitk.  In  which  ill  clAotcn  of 
th«  community  in  Kagl^nd  s»Mn  to  b«\'e  pArtftken  ftlmost  Btmnluoe- 
omly.  With  tbo»c  ■pccalnltoosoToscgimenLlspccuUtion  in  comtncr- 
cial  produce,  which  had  an  «ITect  of  distnrbing  the  relative  vnlocs 
bctwceo  this  and  other  countries,  nu<I  ercatini;  an  unfitvonblc  for«igD 
exch«n{;<?,  which  continued  from  Octotier,  1S24,  to  NoTCmbcr.  1825, 
causing  h  verv  considcnibic  export  of  bullion  from  the  baok,  about 
aevco  niillioua  and  a  half. ' 


The  correctness  of  these  views  is  supported  by  the  phmi^* 
of  speailation  which  seized  the  community.  The  new  re- 
publics of  I-atin  America,  the  New  European  states  which 
hnd  Ikcii  cnn'cd  out  of  tlic  Kmpire  of  Napoleon,  and  the 
older  governments  which  had  incurred  heavy  war  exjicnscs, 
appeared  in  the  Loodoii  taarket  as  borrowers  oud  tlie  public 
loans  issued  within  futir  years  were  esiimated  at  nearly  ,^50,- 
000.000.  Stock  companies  were  fonned  with  oI)jects  as 
indefinite  and  impracticable  as  in  the  time  of  the  South  Sea 
Bubble.  One  which  found  subscribers  proposed  todraiu  the 
Red  Sea  to  recover  the  gold  lost  by  the  Eg^*ptiatjs  when 
pursuing  the  Israelites.*  It  wns  estimated  thnt  ;^i50.cxx>.ooo 
of  British  money,  including  that  invested  in  got'cmmcnt 
loans,  had  \kk\\  sunk  in  Mexico  and  South  America  alone.* 
Much  of  it  went  into  mining  shores,  which  advanced  fabu- 
lotisly  during  1824  nnd  1825.  The  Real  del  Monte  shares, 
on  which  Cia  was  paid,  were  at  ^550  In  December.  1824, 
and  jfuso  in  the  following  January.  Tlic  first  pa}'menta 
required  did  not  usually  exceed  five  percent,  of  the  par  value 
of  tlie  shares,  so  that  the  htunblest  were  able  to  count  upon 
enormous  dividends  from  vcr>'trifling  investments.  The  num- 
ber of  stock  companies  created  was  computed  at  624,  calling 
for  a  nominal  capital  of  jt37a,i73,too.     This   eoormous 

•  Gilhart,  L,  65. 
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Sam,  if  actually  paid  in,  would  have  required  S],850.ocx),ooo 
of  capital,  and  in  the  England  of  that  day,  with  her  popula> 
tioii  of  13.000.000,  would  have  represented  au  iDvestmeDt  of 
nearly  $150  per  capita,  or  one-third  of  the  wealth  of  the 
country. 

The  withdrawal  of  so  much  capital  from  legitimate  com- 
mercial uses  as  wasnctually  paid  into  these  companiescaused 
a  sharp  increase  in  the  value  of  money  and  the  prices  of 
commodities,  and  manufacturers  were  forced  to  borrow  money 
to  canj-  on  their  ordinary  operations  at  the  increased  rates. 
The  rising  prices  in  the  Intter  half  of  the  year  1825  reduced 
purchases,  tlie  warehouses  began  to  fill  and  the  owners  of 
merchandise  were  coafroutcd  with  the  usual  diteuitna  of  a 
commercial  crisis, — to  sell  their  goods  at  a  loss  or  make  new 
loans  at  higher  rates  of  discount.  The  coin  reser\-e  of  the 
TlRtik  of  Eugland  steadily  declined  af^er  March,  1S34.  when 
it  stood  at  ;^i3,8oo,ooo.  until  it  reached  £,%A,'yi,i,20  on  Janu- 
ary 29,  [825,  and  ^6.659,780  at  the  end  of  April.  The 
resen-e  had  beeu  forced  down  to  ^3,012.150  on  Novc-raber 
26th,  and  tbecountry  banks,  which  had  been  increasing  their 
diacomibi  and  their  note  issues,  were  suddenly  brought  to  a 
halt  by  the  failure  of  Sir  Peter  Pole  and  Co.,  on  Mouday. 
December  12,  1825.  Sixty-three  country  banks  were  forcvd 
to  suspend,  and  "  the  consequence."  says  Mr.  Bagehot, 
"  was  a  pouic.so  tremendous  that  its  results  are  -well  remem- 
bered after  nearly  fifty  years." 

The  Bank  of  Kngland  went  on  expanding  its  discounts  up 
to  the  end  of  April,  in  spite  of  an  adverse  foreign  exchange 
and  the  rapid  reduction  uf  the  coin  re^T%'e.  The  iwocessof 
contraction  began  in  May,  but  the  bank  did  not  raise  the  dis- 
count rate  until  the  panic  had  actually  broken.  It  was  not 
until  December  i3tli,  that  the>'  ad\''anced  the  rate  from  four 
per  cent,  to  five.  The  policy  of  contraction  during  the  first 
da>-s  of  the  panic,  on  Monday  and  Tuesday,  caused  absolute 
paralysis  of  business.  Mr.  liu^kisson  said  afterwards  in  the 
House  of  Commons  that  during  these  two  days,  "  It  was 
impos^ble  to  couvert  into  money,  to  any  extent,  the  best 
securities  of  the  government."      The  usury  laws,  which 
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limited  the  rate  of  uiterest  outside  the  Bauk  of  Kti£:land  to 
five  per  cent,,  prevented  loans  of  private  capital,  wliicb 
might  have  been  willingly  made  at  se\'en,  eight,  or  ten  per 
cent.  The  very  desjxzratenesii  of  the  situation  brought  its 
own  remedy  in  time  by  forcing  ihe  sale  of  commodities  at  a 
niinous  lo^,  which  brought  foreign  capital  pouring  bacL 
into  England  ju  the  purchase  of  goods.  The  directors  of 
the  baiilc  changed  their  cotu-se  on  Wednesday,  enlarged 
their  issues  to  solvent  Ijorrowcrs,  and  almost  in  a  moment 
the  panic  was  stayed  in  London, 

The  bank  issued  upwards  of  ^5,000,000  in  notes,  between 
Wednesday  and  Snlurday,  by  advances  on  stock  and  Kx- 
chequer  bills  as  well  as  by  discounts, — in  Uie  language  of 
Mr.  Jeremiah  Hurmau,  one  of  the  directors,  "  by  every  poo* 
siblc  means  consistent  with  the  safety  of  the  bank  ;  and  we 
were  not,  upon  some  occasions,  o\"er-nice."  The  awn  in  the 
vaults  of  the  Kank  of  Kngland  scarcely  exceeded  ^i.ooo,- 
000  on  Saturday  night  of  this  e^-eulful  week  and  the  influ- 
ence of  tlic  panic  had  not  been  fully  stayed  throughout  the 
couiitrj-.  The  clnmor  for  gold  was  stilled,  however,  by  the 
free  issue  of  notes  and  a  box  of  ^i  notes  was  sent  down  into 
the  country.  The  Gunieys,  who  did  business  at  Norwich, 
disi>laycd  piles  of  notes  many  feet  thick  on  their  counters 
end  prevented  a  run  by  the  confidence  which  this  exhibi- 
tion inspired.  The  aid  of  the  Bank  of  France  was  sought 
and  a  credit  for  ^3,cx»,ooo  opened  on  three  months  bills.' 
The  3um  of  ^400.000  arrived  from  France  lu  gold  on  Mon- 
day, the  19th,  but  the  deputy  governor  of  the  Rank  of  Eng- 
land had  already  given  the  assuraiKe  to  Lord  Liverpool  on 
Saturday  evening  tliat  the  danger  was  over  in  the  city  and 
that  quiet  would  sooa  be  restored  in  the  country. 

The  crisis  of  1825  was  an  essentially  English  crtsiA,  be-' 
cause  loanable  capital  \va^  more  plentiful  in  Kngland  than 
elsewhere  and  the  speculative  mania  wa«  mainly  confined  to 
the  London  market.    Tite  solidarity  of  the  world's  markets 
was  indicated,  however,  by  the  appeal  to  the  Bank  of  Fxaace 
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and  by  the  reflex  influence  of  the  crisis  in  France  and  the 
United  States.  The  war  with  Spain  caused  i.omc  curtail- 
meut  of  commercial  operatious  iu  Frauce  in  1833  and  broke 
the  force  of  the  ascending  movement  of  business.  Xfuch  of 
the  gold  expelled  from  Euglaud  by  uufavorable  exchanges 
found  its  way  into  the  Bank  of  France,  so  that  when  the  rt- 
flen  movement  of  the  Eiigli&h  crisis  was  fell  in  France  in  tlie 
demand  for  enlarged  discounts,  the  bank  had  an  ample  rc- 
3er\''e  to  meet  it.  The  volume  of  discounts,  which  had  bceu 
478,000,000  francs  in  1834,  increased  to  638,000.000  in  1835 
and  688,000,000  in  1826,  and  fell  to  556,000,000  in  1837  and 
401,000,000  in  1828.  The  ebb  and  flow  of  the  commercial 
tide  followed,  therefore,  substantially  the  fiamc  coun>c  in 
France  as  across  the  channel,  but  without  such  an  acute  dis- 
turbance.' The  rate  oS  discount  was  maintained  nniformly 
at  fotir  per  cent. 

71k  Cruis  of  rS37-39. 

The  crisis  of  1837  ^^^  f*'^  ™ort  severely  iu  the  United 
States,  but  over-speculation  in  banks  and  joint  stock  com> 
panies  affected  Great  Biilain  and  the  Continent,  and  Great 
Britain  was  affected  also  by  her  large  loans  in  America. 
There  were  symptoms  of  a  panic  iu  F.nglntid  in  1833,  but 
they  arose  from  political  e%'ents,  aggravated  by  bad  manage- 
meut  of  tlic  Bank  of  Huglaud,  aud  did  not  present  tlie  plte- 
nomena  of  a  genuine  economic  crisis.  The  go^'emmcut 
undertook  the  couverston  of  the  public  debt  at  three  ond  a 
half  per  cent,  and  the  disttubance  thus  caused  iu  the  money 
market  was  complicated  with  the  expiration  of  the  charier 
of  the  bank  and  the  political  convulsions  on  the  Continent. 
The  reform  bill  was  pending  in  Parliament  aiul  the  masses 
were  irritated  against  Weltiiigtou  and  the  conservative  min* 
istr>-  for  their  opposition.  The  circulation  of  the  Bank  of 
England  was  much  less  than  in  1835  (about  ;^  16.800,000), 
but  the  coin  teserMi  had  l»een  allowed  to  fall  below  £5,000,- 
000.    The  attempt  to  create  a  politicsl  run  upon  the  bank 
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caused  nlarni  for  a  time,  but  vas  repressed  wtlhoat  serknts 
resiuUs." 

Tlie  crisis  of  1837  in  the  United  Slates  was  one  of  the  re- 
sults of  that  discounting  of  the  future  in  a  new  counto". 
whieh  results  in  over-speculation  and  the  sinking  of  capiial 
in  unproductive  enterprises.  Foreign  capital  became  available 
in  great  quantities  for  the  use  of  the  American  people  after 
the  recovery  from  the  crisis  of  1S25  in  liiigland.  and  5|)ecte 
imports  kept  company  with  an  excess  of  imports  of  merchan- 
dise, amounting  in  seven  yeani  to  $140,700,000,  ns  evidence 
of  the  heavy  loans  which  Europe  was  wilting  to  make  in  the 
United  States.'  The  fact  that  the  United  States  succeeded  in 
wiping  out  their  entire  public  debt  and  accumulating  a  stir- 
plu.s  seemed,  among  the  financieni  of  European  countries, 
hurdened  under  millions  of  debt  and  annnal  interest  charges, 
to  be  a  proof  of  great  prwpcrily.'  The  success  of  tin;  Kric 
Canal  led  to  the  projection  of  many  similar  enterprises  in  the 
Middle  States  and  the  West ;  cities  were  laid  out  in  the  wil- 
deniess,  and  city  lots  sold  at  prices  which  in  conservative 
times  could  hardly  have  t>ecn  realized  in  New  York  and. 
Philadelphia.  The  valuation  of  the  cit^*  of  Mobile  to  iS^i 
was  $1,294,810;  it  rose  in  1837  to  $27,482,961,  only  to  fall 
in  1S46  to  $8,638,250."  The  price  of  cotton  was  pushed  up. 
and  negroes  became  as  active  a  subject  of  spcculati<»]  in  the 
South  as  the  timber  lauds  of  Maine  in  the  Nortli. 

'  Juglar.  34S. 

'  The  ezc<«£tT«  pnrcliiiM*  of  foreign  good*,  wjjtch  it»<1  not  tuve  to 
1>e  paid  fur  in  ntbcnntrix-bandtseorbnltloM.  taBtiOwn  bjlhc  fact  that 
Ibe  imporUi  from  Burops  incrcaicd  from  f6>.S93,SS3  for  tti«  year  md- 
ing  September  30, 1K33,  to  $137,51  ■1°^°  <»  >^y'i  '"^  ^v*^  the  tmporU 
fTom  oilicrconntrint  incrcucd  (rom  $38,154,060  lo$49.o48kiS4-  Tbis 
great  incmse  in  monimption  was  oflbet  only  partUIly  by  ibe  In- 
«rctitw  in  cxpotts  of  AtaericAn  mtrchaudise  to  Enrop*.  wtiicli  r<M« 
from  $56.536.fi37  in  1H33  to  f96,4ij,449  in  1S36,  while  other  exports 
sli);btly  fell  off.  Tli«  reoctioD  waa  >triking  after  the  breaking  mtl  of 
tlic  criiia.  Iniporta  fell  daring  the  year  aidiog  Scptcmlxr  30,  1838, 
10  $61,017,375,  while  exports  from  the  Ignited  States  toBoropefell 
only  to  $7^849,768. 

•  J»k1"X.  464- 
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Speculation  in  tlie  public  lands  ran  to  extravagant  limits. 

The  Unilurd  States  did  not  advance  tbe  price  of  public  lands 
beyond  one  dullar  and  a  quarter  p«r  acre,  wbicb  bad  been 
fixed  by  law  uiany  years  before.  The  spectdntor»  bought 
of  the  governiQent  at  this  fixed  price  and  .sold  on  a  steadily 
risiug  market.  The  iucrease  in  sales  of  public  lands  hiid 
been  coiDparativcly  steady  and  healthful  up  to  1^34.  when 
the  sales  were  4,659,218  acres  and  the  ntnount  received  v,-a.s 
^6,099,981.  The  iie.Kl  year  witnessed  llic  sale  uf  12.364,478 
acres  and  receipts  of  $15,999,804,  and  1836  witnessed  sales 
of  20,074.870  acres  and  receipts  of  525.167,833.  Thespecu- 
Iftlive  chsracter  of  these  sale«  is  indicate<t  by  the  steady 
decline  in  receipts  after  1S37,  until  they  fell  in  1842  to  only 
$>. 417.973- '  President  Jackson  began  to  realize  in  1S36  tbe 
tmc  character  of  the  rn.sh  for  the  pablic  hands  and  en< 
deavored  to  check  it  by  the  issue  of  the  famous  "  Specie 
circular."  Tlw  circular  was  the  result  of  the  conclusion 
that  the  banks  organized  in  the  new  -•iections  of  the  West 
were  not  safe  enough  l«  meet  tbe  letiuirement  of  existing 
law,  that  paymeuts  for  lauds  should  be  rtcciv'cd  only  in 
spede  and  notes  of  specie  value.  These  banks  were  organ- 
ized ia  many  cases  by  land  .•(peculators,  wbo  issued  notes, 
borrowed  the  notes.iud  Vmght  the  land.  The  notes  received 
for  sales  of  laud  were  deposited  in  the  bank,  increasing  its 
resources,  and  were  then  borrowed  again  for  new  purchases 
of  land.  The  "Specie  circular."  issuet^l  July  11.  1836.  put 
an  end  to  Ibis  by  requiring  ptiyments  in  coin  or  land  scrip, 
except  until  December  15th  by  acttial  settlers  or  resideuts  of 
the  States  in  which  tbe  lands  were  situated. 

The  shriek  of  rage  which  was  uttered  by  the  defeated 
speculators  was  echoed  by  the  political  enemies  of  Jackson, 
ni»d  the  legend  stiU  has  believers,  that  the  crisis  of  1837  was 
the  result  of  no  other  causes  than  the  specie  circular  and  the 
deposit  of  public  funds  in  St.ite  banks  instead  of  the  Bank  of 
llic  United  States.  The  events  connected  with  the  diiwrou- 
tinuance  of  deposits  \a  the  Bauk  of  tbe  United  States  and 
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Uie  veto  of  the  cliarter '  uiidonbledly  caused  some  degree  of 
financial  uneasiness  at  the  time,  but  the  causes  of  the  cri<>is 
of  1837  lay  deeper  than  merely  political  e\'eut3.  The  infln- 
tioti  of  credit  which  has  been  attributed  by  some  to  tUc 
distnbutioi)  of  the  public  monies  among  the  State  banks 
liad  already  begun  before  the  transfers  were  made,  and  the 
inflation  would  have  been  trifling  if  it  luid  been  limited  to  the 
amount  of  the  deposits  at  the  time.  The  deposits  were  then 
only  $10,000,000,  and  it  is  obviou>i  that  they  would  not  liafe 
been  a  Urge  factor  in  a  healthy  money  market  aud  n-ere  a  still 
smaller  factor  in  a  period  of  inflated  values  and  extraragaat 
spcculatioH.  Thedeposiisincreased,  however,  from $10,000,- 
OOD  in  183J  to  fL^t, 500,000  in  1H36. 

Congress  added  fuel  to  the  speculation,  and  greatly  em- 
barrasscd  llie  TreasiiTj-  when  ihc  crisis  came,  by  the  policy 
of  distributing  the  surplus  re\'euue5  among  the  States. 
Tariff  reductions,  although  recommeiide<l  by  President  Jack- 
son, were  not  made  with  sufficient  rapiditj-  to  prevent  the 
accumulation  of  a  surplus,  which  amounted,  on  January  1, 
1836  to  $26,749,803.  This  surplus  and  subsequent  accumu- 
lations Hp  to  January'  1,  1837,  reserving  §5,000,000  for  the 
government,  were  ordered  by  the  Act  nf  June  23.  1836,  to 
be  "deposited"  with  the  several  States  in  proportion  to 
their  reprt-sciitatioa  in  Congress.  Jackson  had  favored  a 
distribttlion  in  1829,  *  but  in  1836  bad  come  to  see  the 
dangers  of  the  plan  and  only  reluctantly  permitted  the  bill 
to  become  a  law.  A  new  clement  of  disturbance  was  pro- 
jected into  thcfinancialstluutionby  the  coinage  Act  of  1834. 
which  changed  the  ratio  of  value  of  gold  and  sth*er  from 
fifteen  to  one  to  sixteen  to  one,  in  order  to  promote  the 
circulation  of  gold. '  It  was  the  desire  of  President  Jacksoti 
and  Scniitor  Benton  to  create  a  metallic  curreuc>-,  iu  place 
of  a  bank-note  currency  resting  upon  insecure  foundations, 
and  it  was  provided,  in  the  bill  authorixiDg  the  depoat  of 

'  VidftHi,  xiii. 

'Knox.  169. 

*Tlic  RiMsure  vu  ilcMKoed  to  auk*  n  in«rkft  for  Ute  roM  which 
WB>  Ibcii  tK-iiiK  tuinrd  in  oMHldcnblc  quootitlca  iu  Llic  SonUMrn 
Appalachian  range. 
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the  surplus  with  the  Stites,  that  each  of  the  deposit  Iwnka 
should  redeem  its  notes  in  ^)ecie  and  :ihould  issue  no  outes 
after  July  4,  1836.  of  a  lower  denominatiou  than  $j.  The 
adoption  of  a  coinage  system  which  !%nt  sih'cr  to  a  prcmiuoi 
o%"er  gold,  at  the  same  moment  that  it  was  proposed  to 
exclude  small  notes  from  dTCalation,  thieatened  to  leave  the 
couiitry  wiliiout  a  medium  for  small  payments,  but  the 
breaking  out  of  the  crisis  and  the  suspension  of  specie  pay- 
ments suspended  the  operation  of  the  new  eondttionii  before 
any  considerable  amount  <^  gold  bad  found  its  UTiy  into 
circulntion. 

Omens  of  trouble  were  already  in  the  air  in  tbe  ojwning 
montlis  of  1837.  Popular  meetings  were  held  in  New  York 
for  the  purpose  of  protesting  against  the  high  prices  of 
provisions  and  the  undue  inflation  of  bank  credits.  One  of 
thc3«  meetings,  on  February  nth.  became  riotous,  a  flour 
warehouse  was  gutted,  and  the  militar>'  were  called  out  to 
preserve  order.'  The  commercial  crash  was  delayed  until 
April.  The  news  from  England  indicated  a  financial 
stringency  there  which  was  soon  felt  in  the  United  States. 
One  hundred  and  twenty-eight  failures  occurred  in  New 
Yorfc  between  April  i.^l  and  April  1  ith,  cotton  fell  nearly  fifty 
per  cent.,  the  iKinks  of  New  York  suspended  specie  pay- 
ments on  May  lotti,  and  the  banks  throughout  the  countr>- 
which  had  not  already  fallen  followed  the  examj^e  of  New 
York  within  a  few  days.  The  deposit  bnnk.'*  ceased  to  pay 
specie,  the  public  revenues  fell  off,  furlhur  depocsits  of  public 
monies  with  the  States  were  suspended,  and  on  ^^ay  15th 
President  Van  Buren  called  ao  extra  session  of  Congress  for 
September." 

'Sbepard.  27a 

*  The  New  York  bank*  rfsutned  specie  paymentu  no  M«y  10,  1838, 
and  most  of  Ibc  other  banks  of  the  country  followed  ou  Juljr  tst. 
Rwl.v  renamption  ira»  rtronglr  chHtnpioncd  by  ex-Secretary  Albert 
G&llatin,  then  Prestdent  of  the  National  Bank  or  N«w  York,  wbo 
wn»  cbatmua  of  a  commhlec,  appointed  by  the  New  York  banks  «a 
early  as  Au^tnl  ij.  1S37,  to  confer  or  the  a^utiject  uiUi  the  bonkers 
of  otb«r  cities.  The  New  York  b<nuk*  \touUl  probably  have  rcMimed 
mark  railier,  but  for  the  dilatory  policy  of  tlic  tTaitcd  Stales  Bank  of 
Pennsylvania. — Stercns.  jSg-Sj. 
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An  important  incident  of  the  crisis,  which  aflccted  scriou-sly 
Uie  Southern  States  and  European  Jnveslors,  -nas  the  great 
speculation  of  President  Biddle  of  the  United  Stateii  Bnntc 
of  Peuiisylvanid  iu  cotton.  He  undertook  to  comer  the 
cotton  product  of  the  world  by  arran^ng  with  the  mcrchantA 
til  inuke  all  their  cansi^metita  to  the  agents  of  the  bank 
at  Havre  and  Liverpool.  Uc  drew  bills  on  Kngland  In 
1837  against  cotton  for  ^3,000,000,  and  expected  to  get  the 
benefit  of  the  difference  between  the  rates  at  which  he 
loaned  in  the  United  States — live  and  mx  per  cent. — njid 
the  English  rate  of  two  per  cent.  But  the  United  Stales 
Batik  no  longer  controlled  the  supply  of  commercial  credit, 
and  the  fabulous  pruBts  which  Diddle  appeared  tu  be  realiz- 
ing stiuiulated  the  creation  of  banks  all  through  the  cotton 
belt,  which  made  advances  to  the  planters  and  undertook  to 
.sell  cotton  on  their  avtn  account  in  Kurope,  The  rise  of  the 
Bank  of  England  di«x)untTaie  suddenly  curtaile<I  the  profits 
of  many  of  these  banks  and  the  Hank  of  the  United  States 
went  to  Uicir  rescue  in  order  to  maintain  the  price  of  cotton. 
Hank  shares  and  commercial  paper  were  purcluLsed  by  Kiddle 
at  a  disomnt  of  uioie  than  twetity-li\'e  per  cent.,  which  wksv 
thrown  upon  the  European  market  and  eagerly  sualclicd  np 
at  par  by  European  investors,  who  had  not  (iisoivered  the 
tottering  condition  of  American  finance.  But  the  enterprise 
was  too  vast,  even  for  Biddle's  resources.  The  leserixs  of 
cotton  were  brought  out,  old  stocks  in  the  hands  of  manu- 
facturers were  allowed  to  run  down,  consumption  dimint&hcd 
ami  mills  reduced  their  output,  while  bale  upon  bate  coa- 
tinued  to  pour  upon  the  Liverpool  and  Havre  tnarkclii. 
The  House  of  Holtingticr  of  Pari*  protested  Biddle's  paper, 
the  Hopes  of  Amsterdam  broke  off  relations  with  him.  and 
the  price  of  oottou  tumbled,  in  common  with  that  of  other 
commodities.' 

Speculation  in  liank^i  and  joint  stock  companies  had 
reached  a  serious  point  in  England,  irrespective  of  lar^c 
English  investments  iu  America.     The  growth  of  the  $1*^^*' 
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lative  spirit  tlitl  cot  escape  the  attention  of  shrewd  judges  of 
the  sittialion,  niid  Lord  Wharncliffe  ns  early  as  Aa^st  14, 
1834,  called  attention  in  Parliameut  to  the  extension  of  joint 
stock  lianks  aud  the  iusufRcieiit  capital  with  which  they 
were  trading.'  The  matter  was  made  the  subject  of  a  Parii- 
amentary  inqiiir)-  in  May,  1836.  >tr.  Poulett  Thompson, 
President  of  the  Board  of  Trade,  took  port  in  the  debate 
flitd  said  that  he  had  kept  a  register  "of  the  different  joint 
slock  companies,  and  of  the  nominal  amount  of  capital  pro- 
posed to  be  embarked  in  ihcm.  The  iioniiual  capital  to  be 
raised  by  subscriptiou  auioiinls  to  nearly  ^200.000,000  and 
the  number  of  companies  to  l>ctween  300  and  400.'*  "  The 
greater  part  of  tliese  companies,"  Mr.  Thompson  observed. 
"  are  got  up  by  speculators,  fur  the  purpose  of  selling  their 
share-;.  They  bring  up  their  shares  to  a  premium,  and  then 
Kell  them,  leaving  the  unfortunate  purchasers  whnare  fooli&h 
enough  to  im'est  their  mcwjey  in  them,  to  shift  for  them  selves." 
The  most  extravagant  expectations  of  railway  profits  and 
of  mining  profits  absortied  private  capital  and  were  pre- 
paring the  way  for  a  crash,  when  the  failure  of  the  wheat 
crop  iu  1836  inaugurated  a  drain  of  gold  from  the  Bank  of 
Bngland. 

Thebtillion  in  the  bank  in  March,  iSj6,  exceeded  ;^8.ooo,- 
000.  FrtAn  this  date  it  steadily  declined,  but  it  was  not 
until  July  that  the  hank  raised  the  discount  rale  to  four  and 
a  half  per  cent,  and  in  AukusI  to  five  jwr  cent.  The  Agricul- 
tural aod  Commercial  Bank  of  Ireland  failed  in  No\*ember, 
and  a  run  began  upon  the  other  Irish  banks.  The>-  had 
strengthened  themselves  by  drawing  gold  from  the  Bank  of 
Btigluml  to  the  atnuunt  of  ;^2,otio,coo  and  were  able  to  pay 
specie  on  demand,  but  the  distrust  was  so  great  that  Bank  of 
England  notes  were  taken  by  the  Bank  of  Ireland  only  iu 
small  amounts  and  at  a  discount  of  two  shillings  and  six- 
pence in  the  poaud.  The  Northern  and  Central  Bank  at 
Manchester,  with  a  capital  of  ^800.000  and  with  forty 
branches.    a]ipealed  to  the  Bank  of  Knglaad   for  help  in 
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December,  and  it  was  onlj^  grnnte^l  on  condition  that  the 
institQticm  should  discomtinue  all  its  branchc:s  except  at 
Liveqxjol.  and  aftcrvrardsthat  it  should  discontinue  business 
after  February,  1837.'  TIic  bank  was  more  liberal  to  some 
of  the  larye  houses  witb  American  connections  and  eventu- 
ally aided  them  to  the  amount  of  ^6,000,000. 

The  latter  half  of  the  year  1837  and  the  year  1838  showed 
an  increase  of  the  cash  reserve  of  the  Bank  of  England  and 
a  reduction  in  the  discounts  and  circulation.  The  access  of 
gold  to  Euyland,  however,  was  due  to  the  abuse  of  crcdil  in 
America,  Frnnce,  and  Belgium  and  did  not  indicate  a  rettim 
of  sound  conditions  at  home.  Notwithstanding  the  danger, 
the  Bank  of  England  lowered  its  discount  rate,  November 
39,  1838,  from  four  to  three  and  a  half  per  cent. ,  and  an 
increase  to  five  percent,  on  May  16.  1S39.  was  insufficient  to 
arrest  the  downward  course  of  the  rcsen-e.  The  suspeuson 
of  specie  payments  again  stared  the  bank  in  the  face,  offers 
were  made  to  sell  nnmiities,  some  public  stocks  were  sold, 
and  drafts  were  made  upon  Paris  for  ^600,000  in  bills  of 
exchange.  The  bank  was  unable  to  reimburse  these  drafts 
when  the>'  matured  and  foreign  bankers  began  to  draw 
upon  London  for  coin.  Messrs.  Bitring  and  Company  csme 
to  the  rescue  and  made  an  agreement  with  several  bankers 
of  Paris  to  accept  bills  of  exchange  to  the  Amount  of 
^2.000,000.  A  like  arrangement  with  the  bankers  of  Ham- 
bnrg  procured  ^^900,000  more,  and  on  September  j,  1S39, 
wlivn  the  coin  and  bullion  were  at  ^{[3,406.000,  the  decliue 
•vitis  arrested. 

The  Bank  of  Prance  wils  fortunately  in  a  position  to  meet 
these  demands  in  1839,  for  its  o^vn  coin  rcscr%'c  had  increased 
in  January  to  314,000,000  francs  ($41,400,000).  It  would 
have  been  less  easy  to  spare  gtJd  at  an  earlier  date,  far  tlte 
bank  had  only  105,000,000  francs  ($20,000,000)  in  its  reserve 
in  January,  1S37,  and  demands  for  discounts  were  rapidly 
increasing  from  Paris  and  Uie  country.  The  bank  was  com- 
jtetled  to  buy  S,ooo,ooo  francs  in  gold  and  to  import  10,000,- 
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O0&  francs  ill  gold  btillioi].'  The  crisis  was  less  severe  ia 
FraiKe  thnn  in  Kiiglaiid  and  tlie  Bank  of  France  was  able, 
at  some  risk  to  cotmuerce,  to  maintain  the  uniform  dUcount 
rate  of  four  per  cent.*  The  demand  for  coin  and  for  in- 
creased discounts  came  mostly  from  the  interior  of  France 
and  while  Uie  gold  flowed  mpidly  from  the  bank  into  the 
pioviuceii  in  1836,  it  fluwetl  almost  as  rapidl)'  hack  in  the 
second  half  of  1837.  The  suspcn^on  of  the  Bank  of  Bel- 
gium in  November,  iS.^S,  and  the  disasters  in  the  L'nited 
States  led  to  an  increiiKetl  demand  fur  nccommodation  from 
the  Bank  of  France  aud  discounts  rose  from  103,000.000 
franca  in  June.  1838.  to  228.000.000  francs  in  January.  1839. 
but  legitimate  demands  were  met  witliout  impairing  Ike 
coin  reserve. 

The  Crisis  of  1S47, 

The  crisis  of  1847  was  so  severely  felt  in  Great  Britain 
and  France,  on  account  of  the  failure  of  their  crops,  that 
they  were  driven  to  pour  their  gold  and  silver  into  the  lap 
of  the  United  Slates  in  the  purchase  of  her  botuiteons  har- 
^•ests,  and  the  year  was  for  her  one  of  unusual  prosperity. 
The  value  of  the  exports  of  merchandise  from  the  llnited 
States  for  the  fiscal  rear  1847  was  5156,741,598,  an  increase 
of  more  than  forty  per  cent,  over  any  preceding  year ;  the 
excess  of  exports  over  impons  was  J34, 317.249.  a  balance 
never  again  ottaincd  until  1876  ;  aud  the  imports  of  guld 
and  silver  were  §21,574.931, — a  total  which  stood  substan- 
tially unchallenged  until  shortly  before  the  resumption  of 
specie  payments  in  1879.  This  great  prosperity  on  the 
wesleni  shore  of  the  Atlautic  was  obtained  at  the  expense 
of  fe\'cr,  starvation,  and  death  on  the  eastern  shore.  A  long 
season  of  rain  mid  wet  rotted  the  entire  potato  crop  of  Ire- 
land in  1845  and  1S46  and  destro)"^  the  food  of  a  people. 
The  Irish  peasant,  who  had  no  other  means  of  living,  was 
dying  literally  by  tens  of  thousands  among  the  marshes  and 
hov^  of  bis  native  land.     Coffins  could  no  longer  be  pro- 
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vidcd  ill  some  districts  ami  the  coroner  refused  to  go  oo  hold- 
ing inquesis.  The  population  of  Ireland  uus  found  wbeti 
the  famine  wss  over  to  ha\'e  shrunkea  by  death  and  eniigra- 
tioii  from  eiglit  milliutis  to  six  millions.'  Thrctr-quarlersof 
a  niiUion  of  Irisli  immigrants  reached  the  United  States  Jii 
the  decade  ending  with  1850  and  n«arly  a  niillion  followed 
ill  the  next. 

The  grcjil  deninnd  for  gold  to  pay  for  foreign  grain  was 
the  iiniuediate  occa^iou  of  the  crisis  of  1847,  but  there  had 
been  also  h  grent  trnnsfommtion  of  circulating  into  6xed 
capital  in  the  buildbig  of  railways,  and  the  effect  of  the  ex- 
port nf  gold  was  uuich  intensified  tii  England  by  the  opera* 
tiou  of  the  Bank  Act  of  1K44.  This  act  did  not  accomplish 
its  original  purpose,  to  contract  domestic  circulation  in  tlie 
exact  measure  of  the  ex]>orl  of  bullion.  Had  it  done  so, 
the  cifcct  would  have  1>ccn  ei'eii  more  disft.<itrou<i  than  was 
actually  the  case  ;  but  it  accomi^ished,  at  a  lime  when  it 
was  too  late  to  arrest  spcctilatioii.  a  needless  pressure  opon 
the  money  market  and  a  shnq>  contraction  of  discounts. 
The  railway  mania  steadily  spread  in  Great  Britain  for 
sewral  years.  New  railway  capital  %vas  authorized  by  Par- 
liament in  three  years  to  the  amount  of  /'rai.ooo.ooo  and 
the  amount  Actually  expended  on  railways  in  two  and  a  half 
years  was  computed  at  /76. 390. 000.'  The  countries  of  the 
Continent  had  followed  Great  Britain  in  railway  expansion. 
Belgium  in  1S45  Iind  343  miles  of  railway,  built  at  a  cost  of 
;^,ooo,o(X> ;  France  553  miles,  at  a  cost  of  ;t5 1 ,000,000,  with 
1900  miles  projected  at  a  cost  of  8150.000,000;  Germany, 
2000  miles  at  a  cost  4»f  §77.000,000,  with  2300  miles  pro- 
jecle<l ;  and  the  United  Stales,  36S8  miles  at  a  cost  of  ^,- 
000.000,  with  5624  miles  nnder  construction  at  an  estimated 
cost  of  $1^14,000,000.'  The  effect  of  this  great  absorption  of 
the  savings  of  the  community  in  a  single  class  of  cntcipriscs 
wan  illiutraled  in  an  incidental  way  when  Parliament  in 
1846  reqtiired  all  railway  companies  inttmding  to  apply  for 
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incorporation  to  Indgc  ten  per  cciit.  of  their  capital  vrithin 
GReen  ddy»  after  the  beginning  of  the  ParUamentarj-  session. 
It  was  feared  that  the  noten  isssucd  tuider  the  Bank  Act  of 
1844  would  pTO\'e  iiisiifllicienl  to  make  these  payments  and  it 
was  arranged  that  the  j^i4,ooo,oao  fonnd  to  be  required 
iihouUl  be  obtained  by  daily  paymenU  depo:iited  in  the  Bank 
of  England  and  immediately  loaned  out  again  for  ftuther 
payments.' 

The  harvests  of  1842,  1843.  and  1844  were  abundant,  large 
savings  were  made  by  the  British  nation,  the  quantity  of 
capital  required  to  be  iu\-estcd  in  goods  in  stock  was  ?«• 
ducvd  by  iinprnvenient'i  in  the  meant;  of  transit,  and  bnlliun 
rapidly  accumulated  in  the  Bank  uf  Knglaml.  Discount 
rates  at  the  bank  fell  as  low  as  one  and  three-quarters  per 
cent,  on  the  best  bills  and  after  some  Suctuations  stood  at 
three  per  cent,  from  August,  1846,  to  Januarj'  16,  1847. 
The  failure  of  the  potato  crop  in  Ireland  in  1845.  follon'ed 
by  a  worse  failure  in  1846,  required  the  exportation  of  large 
quantities  of  bullion  to  pay  for  foreign  grain,  and  tlie  bullion 
holdings  of  the  bank  decreased  from  /15. 163,000  on  Decem- 
ber 19,  1846.  to  ;^9,8<>7.ooo  on  April  lo,  1S47.  The  bank- 
ing reserve  in  the  meantime  had  fallen  from  ^8,864,00010 
^2.5<iS,0(».  A  panic  stared  the  market  in  the  face  for  a 
moment  and  discount  among  private  bankers  rose  to  ten  and 
twelve  per  cent,  Therisein  the  hank  rate,  liowe^fer,  stopped 
the  flow  of  bullion  and  a  sum  of  ^100,000  which  had  been 
actually  put  on  shipboard  for  .America  was  rclauded,'  The 
pres^ire  passed  off  for  a  time  and  the  bullion  in  the  bank  nt 
the  end  of  June  had  increased  to  ^10.526,000  and  the  bank- 
ing rcser\'C  to  /^5.625.ooOl 

The  relief  was  only  temporary*.  A  seriesof  hcavj*  failures 
came  crowding  on  each  other's  heels  in  August,  involving 
liabilities  of  ^i.30o,oooin  the  week  ending  August  i6th  and 
j^i5.ooo,ooo  by  thecnd  of  October.  Saniidcrsou  and  Co.,  a 
leading  firm  of  bill  brokers,  stopped  payment  iu  the  middle 
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of  September,  heavily  involved  with  leading  hous«  in  the 
corn  trade.  Firms  ia  the  ludia  trade  were  cripplc-d  by  the 
long  credits  afforded  and  were  compelled  to  suspend.  Mei^ 
chants  vvhoK  own  business  was  suuad  were  ruined  by  their 
reckless  speculations  in  railroad  securities.  The  directors 
of  the  Bank  of  England  realized  that  heroic  measures  werftj 
required  to  save  the  hank  and  on  October  2.  1847.  advanced 
llie  bank  rate  to  five  and  a  half  per  cent,  and  refused  to 
malce  advanccsou  stock  or  on  Hxchcquer  bills.  The  bulliua 
had  fnlleii  again  to  ^8,365,000  and  the  banking*  reserve  to 
^3.409,000.  The  refusal  to  make  advances  ou  public  securi- 
ties caused  wild  excitement  on  the  stuck  exchange,  a  fall  in 
the  price  of  Consols,  and  tlic  disappearance  of  coin  and 
bank-notes  into  pri\'ale  boards.  The  Bank  of  England  wa* 
rwliiced  to  the  choice  of  bringing  business  to  a  standstill,  by 
rrfiising  all  further  discounts  and  pulling  do»^l  the  eutirc 
commercial  structure  in  a  shapeless  mass  of  ruins,  or  break- 
ing through  the  shackles  placed  upon  its  action  by  ihe  Bonk 
Act  of  1844. 

The  goi'cmment  waited  tniiil  the  situation  was  desperate, 
in  the  hope  that  the  pressure  would  pass  away,  as  that  of 
Apnl  had  done,  without  the  necessity  for  suspending  the 
law.  The  reserve  dropped  to  ^1.176.000  and  the  govem- 
nient  finally  acted,  late  011  Saturday,  October  33d,  and  notified 
the  bank  that  they  would  seek  a  bill  of  indemnity  frova 
Parliament  if  notes  were  Lssued  in  excess  of  the  limit  im- 
posed b>*  the  Act  at  a  rate  of  discount  not  less  than  nine  per 
cent.  The  effect  was  magical.  The  knowledge  that  money 
might  be  had  to  meet  demands  instantly  dt-stmycfl  the 
desire  for  it.  The  bank  prepared  /400.000  in  additional 
notes,  but  it  was  not  found  necessary  to  issue  them.  Notes 
which  hud  been  hoarded,  under  the  impression  thitt  the 
limit  of  issues  fixed  by  the  Act  would  soon  be  reached  and 
all  relief  cut  off  from  the  business  community,  came  pouring 
from  their  hiding  places ;  gold  which  had  been  stored  In 
safe  deposit  vaults  was  brougtit  back  to  the  banks  for  deposit, 
and  both  the  hulh'on  and  the  banking  re<»erve  of  the  Bank 
of  Eutjiaud  rapidly  returned  to  safe  prt^rtions. 
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France  suffered  less  keenly  than  England  in  1S46  from  the 
Insufficiency  of  tlie  crops,  but  tlie  exportation  of  bullion, 
uadcr  tlic  dcniaads  of  the  London  market  and  In  payment 
for  grain,  carried  the  reserve  of  the  Bank  of  France  down 
from  253,000,000  francs  on  July  i,  1846,  to  80,000,000  francs 
on  January  i,  1S47.  Tlie  bank  was  besieged  for  discounts, 
purchased  gold  and  silver  in  the  provinces  at  a  premium,  and 
aold  30,000,000  francs  in  French  securttiea  to  tlie  Barings 
of  I^mdon  for  gold.  The  crisis  was  so  intense  that  the 
management  of  the  bank  decided  on  Januarj-  14.  1847,  for 
the  first  time  in  twenty-seven  years,  to  raise  the  rate  of 
discount  from  four  to  fi\'c  per  cent.  The  outflow  of  specie 
ceased  and  the  resen-e  rose  from  78,000,000.000  francs  on 
January  15th  to  1 10,000.000  francson  March  i6th.  The  Km- 
peror  of  Russia  came  to  the  rescue  of  the  bank  and  offisred 
to  buy  French  public  scctiritics  to  the  amount  of  50.000.000 
francs.'  The  bank  accepted  the  offer  and  these  securities 
went  to  Russia  in  payment  fur  grain  in  place  of  the  bullion 
which  would  otherwise  have  been  exported.  It  was  well 
understood  in  Prance  that  the  efflux  of  gold  was  due  to 
foreign  payments  and  there  %vas  no  disposition  to  present 
bank-notes  for  Tedempliun  in  spaxie  fur  domestic  use.*  The 
bank  was  so  welt  equipped  with  bullion  and  confidence  was 
so  fully  restored  that  France  iras  little  afTeclcd  by  the  autnmii 
pressure  in  Kugland  and  discount  was  reduced  on  December 
»7,  1847,  to  the  standard  rate  of  four  per  cent.  The  break- 
ing out  of  the  revolution  of  184S  arreslcti  the  de\'elopment 
of  bustnes.s,  and  led  the  bank  to  seek  the  suspension  of 
specie  payments  by  authority  of  the  government  for  the 
protection  of  its  metnllic  reser\-e.  The  ncctimulatinn  of 
btillion  was  unprecedented  from  1848  to  1851  and  attained 
on  October  2,  1851,  626.ooo.oon  fiaiics.  which  was  about 
30,000,000  francs  in  excess  of  the  entire  circulation  of  bills. 

'Noel  T.,  III.  The  nesotlatloiui  were  openni  hj  ttte  Roulan 
«nib*M*dor  at  Paria,  Count  Kuclrf,  atxl  a  deputy  gAreraor  oT  the 
iMok  went  to  St.  Pctcrabnric  to  coocltule  ttie  Inusactiun.  Tlie  con- 
tract  vas  signed  Marcb  17,  1S47. 
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CHAPTER  XXI. 

Tnn  LATRR  CRISES  OF  THE  CENTTRV. 

Growth  in  ili«  Popular  t'tid^ratanditiR  of  CrU«9 — The  Hffect  of  the 
Cold  DiftcoTcric*  and  Ruifrsy  BuildiDg  ia  1S57  sad  1866— The 
failure  of  Overend.  Guniey,  aud  Co.  ia  1SC6,  ind  of  the  Barings 
in  1990— The  Rcooomic  HflecU  of  the  Atncrieui  and  Pnnco- 
PruMJan  Wan  and  the  Louj;  Period  of  Depression  from  iS;^  lo 
1879. 

THK  economic  crises  of  th«  closing  half  of  the  nine- 
teenth ccittur>'  have  been  of  wider  extent  than  iMnnCi 
of  the  earlier  crises,    because  of  the  wider  area  of 
modem  commerce,  And  the  suflTering  which  they  have  in- 
flicted has  been  keen ;  but  they  have  possessed  fewer  of 
the  characteristics  of  nnrcasoning  pnnic  than   the  earlier 
crises  of  the  ceulnr)-,  because  of  the  more  accumte  compre- 
hension of  thelaws  of  banking  which  has  been  diffused  lit, 
the  business  coinniuiiity.     The  panic  in  Knglnnd  was  1e 
intense  in  1:457  tlian  in  1847,  and  the  serious  duuKCrs  of  the 
Baring  failure  in  1890  were  warded  off  by  the  union  of  the 
Bank  of  KngUtid  and  the  great  financial  houses,  without 
any  outbreak  of  visible  alanii.     The  United  Suites  in  1893, 
passed  through  an  equally  tr>-ing  experience,  and  mns  upon 
the  banks  by  depositors  n'cre  several  times  feared,  bnt  00 
such  runs  took  place  exee^jt  in  eases  where  there  were  wcU- 
fonaded  reasons  fur  disitrust. 


Tke  Crisit  ef  tSs^. 

The  cri-^is  of  1S57  tixik  iis  direction  from  two  of  the 
<Iinal  tn-cnts  of  the  ninetecutU  cci]ttir)'< — the  gold  di&cmi 
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in  California  and  Australia  and  the  great  extension  of  rail- 
wnj'S.  The  gold  discoreries  worked  a  revolution  in  the  pro- 
poTtitnis  of  Uie  precious  metals  available  Cor  inonctar>'  tises, 
»ucti  as  had  only  becii  worked  by  the  discoveries  of  the 
treasures  or  Mexico  and  Peru  more  than  three  centuries 
before.  The  gold  product  of  358  years,  from  149J  to  1850, 
had  averaged  only  about  S9.000.0Q0  per  year.  '  when  it  was 
suddenly  swelled  to  an  average  of  8153,000.000  from  iSjr  to 
i860.  President  Buchanau  estimated  the  production  or  the 
United  States  nlotie  for  the  eight  years  ending  in  1857  at 
$400,000,000.  Prices  did  not  advance  in  proportion  to  the 
iDcreaae  in  the  volume  of  ntclallic  money,  hccatisc  they  were 
regulated  by  credit  and  because  a  large  part  of  the  ucvr 
money  was  absorbed  by  the  lateral  expansion  of  commerce 
in  quantity,  but  enterprises  of  all  kinds  received  a  stimulus 
unheard  of  in  the  history  of  the  world. 

To  this  influence  of  the  doubling  of  the  supply  of  the  pre- 
cious roetals,  as  if  by  magic,  was  added  the  infinence  of  rail- 
way extensioti.  The  railway  mileage  built  in  the  United 
States  in  1856  was  3642  miles,  •  and  the  construction  for  the 
nine  years  ending  with  1857  was  21,000  miles.  Thi.s  con- 
struction, forming  seven-ninths  of  the  entire  mileage  of  the 
countrj*.  had  absorbed  $700,000,000,  largely  in  foreign  capi- 
tal. England  and  the  Continent  had  witnessed  a  -similar 
absorption  of  circulating  capital.  Over  four  thousand  miles 
of  railway  hnd  been  built  in  England  aince  1850  at  an  ex- 
pense of  ^150.000,000,  doubling  the  mileage  of  the  country.' 
So  rapid  was  the  development  in  every  branch  of  American 
life  that,  in  the  language  of  Professor  Vou  Hoist,  "  It  was 


*  Praf.  Ailolpli  Sootlibccr  givca  the  BggTegatc  prodoctioa  frotn  1493 
to  1850  U  i3.a5$,oac\ot»  murlu  (5),  iso.oun.coo),  anil  fruiii  1851  to  tHSs 
■s  1 7,8 1 0,000,000  ($4,»50,ooo,«»f-— ^i»»«c/i»///«M  in  Kurort,  Sen.  E«. 
Doc.  34,  sotb  Cong.,  irt  Seas..  ?&.  Tbc  prodnclioo  from  1885  to  Dec 
31,  189s,  wna  about  <i,375.ooo,oool 

'  SuniMT,  Jiislcry  of  Amtriain  Currency,  180. 

'  Thnw  fignivsaie  taken  Irout  Ur.  Rhodes'  History  a/  tiif  United 
States  (IU-.  S3),  who  hi»  tnade  a  c^reTnl  cotnpiUtiaii  or  tta«  ciueiitiitL 
facts  of  tbc  criitia  in  lliia  conutiy. 
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more  and  more  lost  sight  of,  Uiat  even  In  the  age  uf  gleam, 
time  mu^t  remain  an  essential  factor  in  cvcr>'  prnecs-s  of  de- 
velopment." It  no  longer  seemed  absurd  to  project  railways 
into  the  wilderness,  in  thcconBdent  belief  that  they  would 
open  up  new  countries  and  create  traffic  where  none  existed. 
Immigration  lent  its  aid  to  the  natural  growth  of  populatioi], 
and  the  American  people,  uuder  theae  couibined  itiQueiiccs. 
"  worked  themselves  deeper  and  deeper  into  the  delusion 
that  the  (nacy  oould  scarcely  keep  pnce  with  the  reality,  and 
were  lUiis  led  to  mould  the  reality  in  their  minds  in  3JixxX'\ 
dance  with  what  imagination  pictured  totbem."  * 

There  were  signs  of  a  tight  money  market  in  both  the' 
United  States  and  Kngland  for  se^'eral  years  before  1857. 
Bad  crops  and  the  diminution  of  foreign  investments  cauaed 
uneaancss  among  the  Westcm  banks  as  early  as  the  summer 
of  1853.  They  drew  heavily  upon  their  bftlftuces  in  New 
York  to  replace  the  capital  sunk  in  railway  enterprises,  and 


'  Von  Bolst.  VL,  104.  It  was  argued  u.  tbc  time  of  tbe  pooic  of 
TftS7,  and  ho*  been  lauintnined  *\ncc.  that  the  crash  was  cau»«d  by 
the  low  tariff  of  1846,  which  Icl  to  large  exports  of  apectc  10  tualce 
paymentft  for  fotvign  gocxbi  imd  (Iminnt  the  onantry  of  metalKc  money. 
Mr.  Rhodes,  who  wit)  not  be  accused  of  ptrtiality  to  the  adminutn- 
linii  of  either  Polk  or  BiicbaDan,  tny%  thai  "  in  this  rraaoniaj;  cause 
and  effect  are  conniaed,  and  lu  pan,  at  teut.  inverted.  It  ms  the  at' 
pott  of  specie  which  iucrcascd  the  importations  of  tBcicbaadisc,  anil 
not  tbe  {uiportallons  of  mercbandiie  which  increased  ilje  export  of 
speeic."  H«  (liom  that  during  llie  nine  yean  ending  Jnne  jo,  11157, 
the  CT«M  of  the  export*  of  aperie  o\-er  importn  wns  $;3^\,aoa^€oa^  and 
lhatduriiif{  the  same  period  there  was  a  producUun  of  gold  in  tbe 
L'nilttl  States  of  about  {477,500,000,  IcflTiog  a  Oct  increase  of  apede 
of  about  $io6,ooo,ooa  The  net  !ncTea»c  in  specie  hi  rirctilaiLoD  aliowa 
liy  the  TrtMury  wtlmBlec  during  this  period  was  only  fi4S.CDa^aoo^. 
the  remainder  hariog  been  absorbed  in  the  uls,  but  thla  aiuoual  ma 
nioTv  than  suRicient  for  Araerican  monetary  uses,  and  sorb  export  of 
spede  a*  occurred  probably  tended  to  restrala  speeulatiati  rather  than 
•dnolfttc  it.  Ur.  Rhodes  czprencs  hisobligatlaas  lor  ihUpart  of  bis 
hinton,"  to  rrwf.  Kdwanl  G.  Ikwme  of  Adclbcrt  College.— //u/r'rp  of 
ihf  UniffdStaUt,  MI..  JI-J).  Prof  Max  Wirth,  the  eminent  Oef- 
mno  hiiiorian  of  economic  crises,  tnakcs  do  mention  of  Ifae  tMiff 
among  the  causes  oX  ihe  crisis  of  1SJ7. 
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TMany  were  compelled  to  suspend  payment.  Tlic  Crimean 
"Wnr  led  to  sjieciitntioii  iu  itbipping  in  Kiigland  niid  some 
pcrturb&tion  tn  business  circles.  The  anticipation  of  trouble, 
however,  as  the  result  of  the  war.  made  money  leaders  cau- 
tious and  pm'ented  serious  embarrassment  until  the  stuniner 
of  1855.  The  Bnnk  of  Knglnnd  in  that  yenr  suffered  a.  sen* 
ous  drain  of  bulliati,  which  carried  its  supply  down  from 
^18,169.000011  Jane  13d  to  ^11.752.300  on  October  13th, 
Tbis  drain  couUimcd.  in  spite  of  advances  in  the  discount 
mte  by  succesitive  .steps,  from  three  nnd  a  hnlf  per  cent,  dur- 
ing the  summer  lo  six  j>er  cent,  on  October  iStli,  and  finally 
to  seven  per  cent,  on  November  8th.  The  volume  of  trade 
did  not  Mcm  to  yield  to  the  pressure  of  hii^h  rates  of  inter- 
est, and  prices  continued  to  climb  upward, '  but  the  bullion 
in  the  bank  was  kept  nearly  8lation.-iry  through  the  year 
1856,  The  lighincw  of  the  money  market  cxjiitiniied  into 
the  summer  of  1857.  when  on  August  17th  the  bulli(»i  stood 
at  j{ito,6o6,ooo  and  the  rate  of  discount  was  6ve  and  a  half 
per  cent. 

The  situation  in  the  United  States  was  complicated,  as  it 
was  in  France,  by  the  changes  in  the  metallic  circulation 
caused  by  the  great  production  of  gold.  Gold  took  the  place 
gS  silver  «s  the  overvalued  metal  at  the  coinage  ratio,  was 
inv'ariably  chosen  by  debtors  for  payments,  and  siU-er,  hav- 
ing become  the  dearer  metal,  disappeared  from  circulation, 
in  spite  of  bimetallic  eDOCtnienls,  under  the  relentless  opera- 
tion of  Greshain's  law.  The  Secretarj-  of  the  Treasury' 
attempted  in  1853  to  relieve  the  contraction  thus  caused  by 
paying  for  silver  at  the  mint  in  gold,  which  would  be  added 
to  the  circulation.'  The  banks,  in  spite  of  their  rapid  in- 
crease, were  unable  to  keep  puce  with  the  demand  for  loan- 
able capital  which  resulted  from  thefevez  of  ^Kculatiou.' 

'  JugUr,  J63. 

•Kinley.  175. 

*The  ntimbwof  tuuiks  inereaMd  ftom  715  in  184710  1416  in  1857, 
aad  the  lonnii  und  dtK^ynnts  fiom  ^10,382,^5  to  $6&i.456,SS;.  The 
iacreaaein  tlienole  cinmlation  waa  from  |i05,5i<),7fc6  to  |Li [4,778,832, 
The  drculatutn  fell  In  1858  lo  {i5S<^>^>.M4  «<■<!  th«  c{f««ic  Lolling*  of 
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The  ^Dccie  ruservcs  of  the  New  York  banks  were  strength- 
eued  for  a  time  by  govemmeut  bond  purchaser  atid  Uiey 
were  able  to  expaml  their  loans.  Foreiga  capital  continued 
lo  flow  iiilo  tile  United  States  and  the  bubble  of  speculatiou 
to  be  blown  to  tlie  extreiaist  tension. 

Conditions  were  ripe  both  iu  Hurope  and  America  for  a 
crash,  when  the  impute  came  on  August  34,  1857.  from  the 
failure  of  the  Ohio  Ufe  Insurance  and  Trust  Co. ,  of  Cincin* 
uali  and  New  York,  with  reported  liabilities  of  $7,000,000. 
A  panic  followed  on  the  New  York  Stock  lixchangc.  stocks 
fell,  money  was  boarded  &ad  loaned  only  at  extravagant 
rates,  deposits  began  to  disappear  from  the  banks,  and  late 
in  September  a  run  began  on  the  banks  of  PbiLadi^lphia. 
They  were  compelled  to  swqjcnd  specie  payments  on  Sep- 
tember 26th  and  were  followed  by  the  New  York  Ot^-  banks 
ciH  October  131I1.  The  early  part  of  October  had  witnessed 
the  failure  of  the  Illinois  Central  Railroa*^!,  the  New  York 
and  Erie,  and  the  Michigan  Central,  and  the  mn  upon  the 
New  York  haxCts  for  tlie  withdrawal  of  their  deposits  fol- 
lowed close  upon  these  events.'  Prices  of  commodities  tum- 
bled with  the  price  of  st«xks  and  the  farmers  felt  the  piucli 
in  the  depreciation  of  wheat,  fiour  and  poik  oa  well  as  in 
the  fall  in  real  estate. 

Money  coiitiinte<l  tight  in  Knglatul  up  to  the  autumn  of 
1857  and  many  complaints  were  made  against  the  Bank  of 
England  for  the  high  rate  of  discount.  The  news  of  the 
fiulure  of  the  Ohio  Life  and  Trust  Co.  caused  intense  aJanu 


the  iMnk*,  which  had  not  luOercd  during  Die  dUls,  rose  from  J^A,- 
549,8^  in  1S57  t(^|;^,^l^,S52  iti  r858«inlio(;itM.537,Se'!in  1S59.  M, 
JukIkt  points  out  that  tt  wu  uot  fucnasc  of  ciiculaiiou  wbidi  i-aiiaed 
exponsloa  k>  mucli  lu  "tliir  aUraction  of  ilrpo»ita  by  bigti  inlercK 
«ad  tlic  IciuliRg  of  tliem  to  recklew  spceuliton.'*— ZVj  Crisa  Com- 
miniates,  36&. 

'The  New  York  iMinks  coutraiMed  their  (ItKounts  Ih>tn  fiu,coo.ooo 
oo  Avgtot  Mb  lo  ^7,30o.oooon  October  171!).  Tlie  coiivtilalloo  of 
tbeStatcof  >Jcw  Yoik  forbade  suspension  of  vpedcpajmralx  tliRctlv 
or  indirectly,  but  the  jndgvcof  tba  Safrramo  Coart  met  and  agreed 
tiot  to  gruit  any  iojanaton  unleatt  the  bank  appcaml  to  be  iDMlvcnt 
orgniltjrof  fntuL— Suinuer,  Hiitory^f  Ammcam  Cmrrenc.  i&i- 
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ihe  ^8o.tx)o.cxxj  of  English  money  which  was  bdieved 
(be  invested  in  American  securilie^.  A  group  of  itpccula' 
tors  added  to  the  alarm  in  Loudou  by  forming  a  combiuatioti 
to  "bear"  the  niArket,  by  finding  flaws  in  securities  and 
working  through  the  press  to  excite  general  distmst  and 
depress  prices.'  The  high  rates  of  interest  in  New  York  be- 
gan to  attract  k^'^'I  from  Hamburg  ;  tltc  Bank  of  France  latt 
25,ooo,oc»  trftncs  in  a.  single  wet;k,  and  the  bullion  in  the 
B^k  of  England  declined  to  ^^8,991,000  on  October  19th. 
The  great  house  of  Dcnnistoun  stopped  paytneiit  on  Novem- 
ber 7th,  with  liabilities  of  nearly  ^2,cx».ooo,  the  Western 
Bank  of  Scotland  closed  its  doors  two  days  later  under  ap- 
palliug  revelalious  of  mismanagemeul  and  loss,  the  City  of 
Glaj^ow  Bank  suspended,  and  the  banking  reserve  of  the 
Bank  of  England  dropped  on  Xovenibcr  nth  10^1,462,000. 
The  moncj'  actually  iu  London  jnthe  banking  department 
of  the  Bank  of  England  on  this  ei'entfiil  Wednesday  night 
consisted  of  ^375,005  in  notes,  .^310,7)14  in  gold  coin,  and 
/44,046  in  silver  coiu.  The  bank  could  not  have  held  out 
a  day  loDger  under  the  Act  of  1844.  It  would  have  been 
obliged  to  suspend  diswounts  not  later  than  Friday  and  this 
would  have  been  fcdlowed  by  a  run  for  their  reserves  on  the 
part  of  the  stock  banks,  the  bill  brokers,  and  the  private 
bonkers,  who  had  deposits  at  the  Bank  of  England  to  the 
amount  of  ^5,458,000.  At  the  la>it  moment  the  Bnnk  Act 
was  suspended.  A  letter  reached  the  bank  on  November 
i2tb.  authorizing  them  to  issue  notes  in  excess  of  the  legal 
limit,  provided  they  maiutaiucd  the  rate  of  discount  at  ten 
per  cent.  Public  excitement  was  suddenly  calmed,  but  the 
demand  for  discounts  continued  heavy  for  mure  than  a  fort- 
night. The  bank  issued  £2,000,000  in  notes  above  the  stat- 
utory limit,  but  the  maximum  in  the  hands  of  the  public  was 
jQ<j2&,ooa  on  November  20th.  The  remainder  were  added 
to  the  banking  reserve.  The  governor  of  the  bank  after- 
wards testified  that  there  was  less  acute  panic  in  i^^i  than 
in   1847,   but  that  the  real  commercial  pressure  was  more 


^Lmnbm  TTmes.StfL  10,  1857.  qnotadbyCiltMrt,  II.,  337. 
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iateose.  This  may  be  judged  from  tlie  fact  that  the  aggre- 
gate loans  by  discuunls  and  advances  oa  slucks  by  the  Bank 
of  Eiiglaiid  were  ^(^13,645.000  frooi  November  i»b  to 
DccemUrr  x-A^  Greater  caution  wa^  sfaonii  than  on  former 
occasions  iu  reduciug  the  discouut  rate,  niid  it  was  tuoin- 
tained  as  high  as  £ve  per  cent,  iu  1S58  until  the  bullion  had 
returned  to  /^  15.000,000.* 

France  aud  other  countries  of  the  Continent  suffcicd  in 
the  ciisis  of  J857t  though  lens  acutely  than  England  ntid 
America,  because  of  the  smaller  scope  of  their  commercial 
aflitiis.  The  est-iblishmeiit  of  the  Swxmd  Knipire  in  Fnince 
gave  an  assurance  of  security  to  the  mercantile  classes, 
which  was  shaken  for  only  a  tuonicnt  at  tbe  outbreak  of  tlie 
Crimean  War.  Business  resumed  its  activity  when  it  ap- 
peared that  the  operations  of  the  ivar  would  be  confined  snU- 
slaulially  tollieEasl  and  the  discounts  of  the  Bank  ul"  France 
rose  from  the  maximum  of  154,000,000  francs  ($29,000,000) 
in  1851  to  638,000,000  francs  C$131,000,000)  iu  1857.  I^e 
bank  found  it  necessary  to  raise  the  discount  mte  to  six  per 
cent,  in  the  nutuuin  of  1856  and  found  its  specie  reserve  at 
Paris  reduced  in  January,  1857,  1072,000,000  francs  {514,- 
000,000).  One  of  the  surpri:ung  features  of  the  panic  of 
1S57  was  the  disappearance  of  gold  from  circulation  in  spite 
of  theenonuous  production  of  the  preceding  ten  years.  The 
Bank  of  France  was  continually  in  the  market  as  a  purcbaser 
of  bullion  and  expended  14,000.000  rruiicii  in  1855.  1856, 
and  1857  in  premiums  oa  1,374,508,519  irancs  ($250,000,000) 
iu  gold  bullion.' 


'1>»i.4o* 

*UacIj«>d,  Theory  and  Pradice  0/  Banking,  IL.  190. 

'Juglor,  43a.  TbU  diMppcanuiee  of  gutJ  frum  light,  wbca  ibe 
qasDtit}'  in  tbc  world  KvrilaUe  (or  tnonctiuj  tucs  bcKl  pTob«bly  in- 
creased marc  ibiti  fifty  per  cenL  In  len  ycon.  thrown  nn  liitrmting 
lighlontticmiggnttonorMr.  PonMll.  the  Swedif b  delegate  tothcin- 
lcnuitlo(uliBQnctarvconrcmiccori&9i,tbntanuttL-Dijtltoc:rcftteniniJO- 
vtarx  union  wide  entnigb  to  prevent  cxjtotla  of  ibe  luctil  under-valued 
in  the  eoinase  laws  wonlil  tkc  folloueil  by  it»  Hkappotr iin<^  within  tW 
WAmu—Can/irenee M»iUtaire  InUrnationali;  Procis  Vcrbanx,  346. 
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Hamburg,  with  her  purely  nielatlic  curreiicj-,  di<.l  uol  es- 
cai>i:  ilie  violence  of  llie  stomi.  The  rale  of  discuuul  readied 
nint;  per  cent,  and  143  failures  occurred,  with  reported  liabili- 
ties uf  #100,000,000.'  An  attempt  wusiimde  tu»u->taiii  credit 
by  coiubin3.tiou  among  the  leadttig  merchants,  but  it  failed 
and  resort  was  bad  to  the  government,  which  borroweil  lo.- 
000,000  marks  from  Austria  fur  diNcounting  commercial  biU». 
The  Norwegian  and  Danish  govenimcDts  were  also  obliged 
to  coQtntct  loans  for  the  benefit  of  tUemcrcautilecommunity, 
and  in  Sweden  the  National  Rank  was  authorised  to  borrow 
abroad  13,000,000  rix  doltars.  lo  be  apportioned  among  the 
difTcFcnt  towns.'  In  Prussia  the  Jewish  houses  suffered 
more  than  the  banks,  and  compkitit  was  made  that  the 
snbstantial  monopoly  of  the  Bank  of  Pru<una  injured  credit 
b}'  the  coutraction  of  the  volume  of  circulation.  The  laws 
against  usury  were  suspended  and  (he  banks  were  author- 
Ued  to  discount  paper  secured  by  either  raw  materials  or 
manufactured  goods. 

The  Crim  of  iS6f~66. 

The  years  following  the  outbreak  of  the  American  civil 
war  were  years  of  finaucial  disturbance  iu  both  Europe  and 
America,  partly  as  the  result  of  influences  set  in  opcratiou 
b)*  the  war.  and  partly  as  the  result  of  independent  influ- 
ences whose  effect  was  intensified  by  the  operation  of  the 
Others.  Periods  which  witness  the  turning  of  business  from 
its  ordinary-  courses  into  new  channels  arc  always  pcriotls  of 
nneaxiness,  of  unn-«iinl  risks  and  of  speculative  tendencies. 
This  was  ihu  character  of  the  entire  period  from  iS6t  to 
1866.  The  great  discoveries  of  gold  which  had  lent  their 
brilliant  hue  to  the  dreams  of  American  business  men  be- 
fore the  crisis  of  1857  began  to  ha\*e  a  more  marked  effect  in 
Burope  a  few  years  later.  Their  effect  was  heightened  by 
the  fact  that  at  the  close  of  1S61  the  banks  and  Treasury  of 
the  United  States  buspcudcd  specie  payments  and  gold  flowed 

*  Cottftois.  23$. 
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with  aa  flcoeleraled  ctirretit  towards  Europe.  The  oet  godd 
exports  from  the  United  States  in  i36z  were  $21,552,892  ;  in 
i86j,  $56,632,500 ;  in  1864,  $89,454.^5  ;  *«d  in  '865.  foj,- 
882,805.  These  great  additions  lo  the  monetary  supply  of 
Europe  produced  only  a  slight  etfect  upon  prices,'  but  titey 
^oved  a  great  laimulus  to  business  acti\'ity,  because  tA  the 
means  of  conducting  exchanges  which  they  put  in  circtUa- 
tioa  in  countries  fonnerly  without  such  means.  The  effect 
in  France  is  described  by  on  eminent  French  writer,'  in  the 
followiug  terms : 

la  tboAc  anvndisienmts  «nd  cantons  wfacre  fonaerlj  Ibe  t>Ut  ms 
B  myth  Bnil  tb«  ((Old  loutt  a  phenomrauo,  faundre<l«  of  Ibonsondi  oT 
IxMtca  and  even  radliotu  in  specie  and  in  bills  are  mow  ia  coutioBoas 
roUtioo,  firoiiKitiiiK  a  moTemeat  of  tranuctions  wbicb  grow  id  id- 
teiuitr  and  extent  day  br  day.  They  coDStituie  a  potent  dike  agaiaiC 
depreattioD  and  dcpicciattoa.  Tbc  ancient  poMcasof  of  moaetarr 
capital  U  neither  roM)e«l  nor  defrauded  by  ttaia  increace  in  iliv  <tnan- 
tity  of  in«lruinciila  of  cuculatioo,  wlietber  tli«  increaae  consista  la 
real  Kold  or  in  credit  Kold  {ormppotf).  On  the  contraiy,  he  gains  aa 
nincli  by  it,  more  pvrlups,  than  Ihe  general  public.  The  superior 
activity  <ai  cxcbanKcs  aHorcs  to  tbc  aggregate  of  circnUtiag  capital 
emptoymeni  more  fertile,  more  couatant,  and,  Inasmudi  aait  •lioio* 
latea  pcedacHon  and  rendera  prodncia  more  abundant  and  IrM  dtwr. 
it  even  incrcuea  the  value  and  the  purchasing  power  of  the  pic- 
exitting  gold. 

The  news  of  war  in  America  had  an  immediate  effect  upon 
the  price  of  cotton  and  upon  the  London  moaey  market. 
The  first  luilueuee  upuu  the  Bank  uf  Hnghiud,  before  the 
suspension  of  specie  payments  iu  the  United  States,  was  a 
loss  of  bullion  and  an  incrca^  of  tbc  discount  rate  on  Fet>- 
ruaT>- 14,  tsei.  lo  eight  percent  The  United  States  became 
smaller  purcbawrH  than  before  from  Europe  aud  if  Ihej-  had 
remained  on  a  specie  basis  might  have  exacted  the  price  of 

■  Prof.  Jevoni,  who  itcetpu  the  quantitative  tlicory  of  money  mS- 
clently  to  nulte  a  careful  matbetnarlcal  calculation  of  tUe  cRccU  of 
the  new  gold.  tUclares  "  tb4t  Irn  par  cent,  laa  j  lie  taken  a*  tbc  bast 
apptoxitnation  whkb  w«  can  xct  to  the  tim  of  i^c«<>  )>«twe«a  184^ 
so  and  1S60-63."— /nivj/^it/toiu  tH  Cmm*/y  mnd  Finumft.  jS. 
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their  exports  for  a  lime  in  specie.  TheoppoMtc  policy  cftused 
bullion  to  Bow  freely  into  the  Bank  of  England  and  per- 
mitted the  gradual  reduction  of  the  discount  rate  to  two  and 
a  half  percetit.  in  January.  1S62.  The  high  price  of  colloii 
still  required  specie  exports  but  not  to  the  United  States. 
The  blockade  of  the  Stiuthem  \otis  compelled  English  mills 
to  seek  their  raw  materials  iu  other  markets.  India,  £g>-pt, 
and  China  were  appealed  to,  and  it  was  not  possible  to  com- 
pensate this  new  trade  at  once  by  exports  of  merchandise. 
It  had  to  be  settled,  especially  in  the  case  of  India,  by  ex- 
ports of  silver  from  Great  Britain.'  France  felt  the  counter- 
stroke  of  tliis  movement  iu  the  steady  export  of  silver  to 
exchange  for  gold.  Silver  was  more  valuable  ak  bnlHnn  than 
at  the  ratio  fixed  by  the  French  coinage  laws  and  was  sold 
at  a  premium  for  gold  imported  from  England  and  the 
United  Slates.  The  Bank  of  France  was  driven  to  making 
its  redemptions  in  gold,  in  order  to  prevent  a  run  for  silver. 
The  bank  not  ouly  exchanged  50.000,000  francs  in  silver  for 
an  equal  sum  in  gold,  at  the  coinage  ratio,  with  the  Hank  of 
England,  but  in  Xovember,  i860,  effected  a  like  exchange 
of  jo.ooo,ooo  francs  with  Russia  and  in  July,  1861,  of  6,000,- 
000  francs  with  tlic  B.iiik  of  Italy.' 

The  reduction  of  the  cotton  supply,  the  derangement 
caused  by  the  new  supplies  of  gold,  and  the  accumulation  of 
capital  in  Great  Britain  as  the  result  of  the  extended  nse  of 
machinery,  gave  a  fcvcri-shna'M  and  spccidatii'e  character  to 
the  money  market  which  recalled  the  manias  of  1825  and 
1847  in  Great  Britain  and  of  18^7  and  1857  iu  the  United 
States.  Que  of  the  new  elements  which  entered  into  the 
problem  in  Great  Britain  was  the  creation  of  companieK  of 


'  Th«  net  imports  of  »ilv«r  isto  India  for  the  four  ycais  endintt 
Marcfa  31,  1S66.  wptic  54."94.3J7  \x\vt,  of  nipcw,  or  13,525,5)4*  ten*  of 
rapees  p«r  year,  while  tlie  bills  on  India  sold  by  the  liome  gorcm- 
mcnt  were  29,409,469  Icn*  of  nipccs,  or  7.353.368  tens  of  rnpccn  per 
jvu.  Tlie  aanual  avera^  forttiefii'^  years  eudiug  wtlli  iS(3o  was 
10,073,495  tens  of  rupees  in  *Uver  nnd  993,569  In  bill*.  The  ten  of 
nijiecs  was  bIioui  equal  to  ^^i. 

'JugUr,  436. 
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limited  liability.  Such  compauiea  were  only  created  by- 
special  clifirter  prior  to  1855.  ami  it  was  uol  until  after  the 
amciulmcnt  of  the  Companies'  Act  in  1862  that  their  crea- 
tion altaincJ  the  proportions  of  a  mania.  A  new  fonn  of 
financial  enterprise  which  developed  was  the  creation  of  stock 
companies  to  funiish  funds  for  new  enterprises  upon  pledge 
of  their  stock.  A  proposed  railway  would  not  await  the 
slow  process  of  placing  its  stock  and  bonds  among  investors. 
in  order  to  obtain  funds  to  begin  construction,  but  would 
deposit  these  securities  with  n  finance  company,  which  would 
agree  to  accept  its  debts  for  a  specified  sum.  The  immediate 
service  rendered  by  the  finance  company  was  simply  lite  use 
of  its  name,  atid  the  dangers  of  this  method  of  fiuancing  did 
not  become  obvious  until  these  long-dated  acceptances  began 
to  press  upon  the  uiaiket.  The  finance  companies  were  able 
to  sell  their  own  shares  at  high  prices  and  thus  obtained  the 
funds  with  which  to  make  advances  to  the  railways  and 
construction  companies.' 

Tliis  new  method  of  financing,  through  great  capitalists 
and  banking  companies,  was  legitimate  within  the  limits  of 
the  strength  of  the  guaranteeing  companies,  and  the  pros- 
pects of  the  new  enterprises,  and  it  afforded  a  method  of  set- 
ting in  operation  at  once  enterprises  for  which  the  capital 
could  not  formerly  have  been  found  williout  appealing  to  the 
clumsy  methods  of  govcnimcnt  finaucc.  The  new  system 
was  empIoye<l,  bowe^'er,  without  wisdom  and  sometimes 
mthout  honesty  during  the  sixties  and  it  soon  brought  the 
inevitable  crash.  One  of  the  most  conspicuous  of  the  new 
finance  houses  was  that  of  Ovcrend,  Gurncy.aud  Co.,  which 
made  iuvestnieuts  in  railways  in  Great  Britain,  In  cotton  in 
the  United  Slates,  and  in  new  enterprises  in  India.  The 
company  commanded  tlie  unlimited  confidence  uftbe  public, 
because  of  the  high  credit  of  llie  private  firm  which  was 
turned  Into  a  limited  company  in  July,  1865.  The  finn  was 
nlready  in  debt  at  that  time  to  the  amcmul  of  ^^2,970, 168  and 
the  methods  by  which  this  money  had  been  lust  were  reck- 
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les&ly  conlinued  by  the  limited  compuny.  The  very  conG- 
deticc  reposert  in  llic  company  was  lo  some  extent  the  cause 
of  its  iBtcr  fall,  for  it  invited  Hticli  large  deposits  tbat  use  had 
lo  be  found  for  tliem  at  tlie  expense  of  safety. 

The  cra/e  for  liinite<l  companies  iucreased  their  number  in 
England  within  a  few  years  by  nearly  three  hundred,  with  a 
nominal  capital  of  /504,ot»,ooo.  Many  were  abandoned 
before  starting,  others  went  into  baukriiptcj-.  and  the  project- 
ors of  some  disappeared,  leaving  no  record  behind  them. 
The  deposits  in  the  London  joint  stock  hanks  increased  froni 
j^43.  000,000  in  i860  to  ^gi.000,000  in  1864,  and  the  country 
and  private  banks  probably  held  on  the  latter  date  ^20,000,- 
000  more.  A  large  part  of  these  de|H>sitK  conaiste<)  of  ftc- 
ceptaDC<es.  which  were  coufotinded  ituliscrimiaately  with  cash 
and  credits.'  France  had  entered  upon  the  policy  of  "fi- 
nancing," under  the  encouragement  of  Najxilcon  III.,  even 
in  advance  of  England,  and  her  great  Sociili  de  C^idit  Afabi- 
lier  for  several  years  paid  templing  profits  and  was  tlie  model 
of  similar  creations  across  the  channel.*  Qut  France  and  the 
Continent  met  their  crisis  iu  1864.  The  rise  of  prices  was 
arrested  in  January  of  that  year  and  the  Bank  of  France,  by 
keeping  its  discount  rale  two  per  cent,  below  that  in  Lon-» 
don.  was  obliged  to  purchase  gold,  from  January  to  Novem- 
ber, to  the  amount  of  221,000.000  francs.  Discounts  fell  off 
and  business  for  the  next  six  years  was  kept  within  conser- 
vative limits  by  the  fear  of  war  and  the  political  uncertainties 
alteu<liug  the  decadence  of  the  Second  Empire.  * 

Deficient  crops  added  their  iuSucncc  in  1862  to  high  prices 
for  eotton  to  create  a  balance  of  trade  adverse  to  England, 
but  it  was  not  tmtil  the  close  of  1863  that  the  exchanges  be- 
came  adverse,  the  metallic  resenT  of  the  Bank  of  England 
fell  to  ;£^i3,aoo,ooo,  and  the  discount  rate  was  gradually 
nused,  until  iu  December  it  &tood  at  eight  per  cent.  Bullion 
began  to  flow  back  into  the  bank,  the  rate  was  reduced. 


'  Jnglar,  j8j. 
'  hm,  461. 
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speculation  revived,  and  a  new  incrrase  to  nine  per  cent,  be- 
came necessary  late  in  April,  1S64.  There  was  another  lull 
until  the  autumn,  when  the  prospect  of  peace  in  the  United 
States  caused  a  tumble  iu  cotton  aud  a  smaller  fall  ia  prices 
of  all  corn  modi  ties.  TUe  bank  rate  was  again  advanced  to 
nine  per  cent,  in  September,  there  was  an  increase  of  ;£^2,- 
500,000  iu  discotints,  and  the  pressure  for  ready  money  was 
so  iuteiue  that  Consols  Tell  from  89  to  87.  The  year  iS&f 
witnc-isc<I  ill  a  sense  two  crises  in  Kii;;lain1. — the  first  result- 
ing in  the  liquidation  of  the  smaller  tmdcsiiiirii,  the  second 
involving  tlic  great  capitalists.  The  liquidation  of  both  these 
classes  was  completed  ou  tbe  Continent  in  1864.  The  effects 
of  the  crisis  cnissed  the  oceans  to  Brazil  and  Australia  and 
if  they  were  not  felt  in  the  United  States  it  was  bccanse  the 
events  of  the  war  interrupted  the  regular  movements  of  the 
economic  syiiitem.  Uquidation  was  not  fully  completed  in 
Kngland  in  the  caw  of  the  great  financiers  and  the  spring  of 
1866  witne&sed  an  after-clap  ni(»x:  severe  iu  its  effects  than 
the  crisis  of  1864. 

TUe  6rst  gii-it  of  the  storm  of  rS66  was  the  failure  of  the 
Joint-Slock  Discount  Company  iu  February,  which  was  fol- 
lowed in  March  by  the  suspension  of  Bamed's  Bank  of 
LiveriKXjI,  with  liabilities  of  ^3.5oo.o<xd.'  The  discount 
rate  of  the  Bank  of  England,  which  had  fallen  to  six  per 
cent.,  was  raised  to  se^'cn  per  cent  on  May  3d.  eight  per 
cent,  on  May  Stb,  nine  per  cent,  on  May  9th,  and  ten  per 
cent,  oil  May  loth.  It  was  on  the  e\-ening  of  the  lust  named 
day,  after  banking  hours,  that  the  news  spread  of  tlic  great* 
est  failure  which  bad  ever  taken  plnce  in  Rngland.  An 
action  was  pending  in  the  courts  against  the  Mid-AVates 
Railway  Couijany,  to  rcco\xr  /6o,ooo,  accepted  by  thetn 
and  held  by  the  great  bouse  of  Overeud,  Gunie>*,  ami  Co., 
and  two  other  firms.  Judgment  was  delivered  on  May  9th, 
to  the  cflHMrt  that  the  railway  company  had  no  right  to  accept 
tlie  bills  and  that  they  were  of  no  validity.*     The  dcciaiou  of 


■  Oilbart.  II..  343. 

•  aiatLcod.  Tkca^  of  CtfUU,  IL.  83a. 
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the  cotirt,  cuminK  at  a  season  of  growing  alarm,  caused  a  ruii 
upon  Overetid,  Gurne>-,  and  Co.,  by  depositors,  and  on  tbe 
ofteraooii  of  May  lotli  the  firm  suspended  with  liabilities  of 

The  next  day,  May  iitli,  Itnown  as  "  Black  Friday,"  wa* 
long  memorable  in  EugUsh  Gnaucial  liLitory,  liombard 
Street  became  impassable  with  tbc  surging  crowd  and  ex- 
tra\'agant  rumors  assailed  the  reputations  of  the  strongest 
houses.  Tlie  Bank  of  Englniid  extended  accommodation* 
during  the  day  in  loans  and  discounts  to  an  amount  exceed- 
ing /4,ooo.ooo,  and  the  Kinking  resen-e  was  reduced  dose 
to  ^3,000,000.  The  Chancellor  of  the  Exchequer  announced 
these  facts  in  the  evening  in  the  House  of  Conmions  and 
stated  thai  the  guvcmmcnt  had  addrcsKcd  a  letter  to  the 
iKtnlc,  authorizing  the  suspension  of  the  Act  of  1844.  "^^^ 
anuouueemMit  was  received  with  cheers  aud  the  news  had  a 
marked  effect  in  mitigating  the  panic  the  next  day.  The 
decision  to  authorize  the  extra  issue  was  not  reached  mitil 
midnight,  and  a  deputation  from  the  bankers  waited  upon 
the  Chancellor  while  the  House  was  in  sesdoii.  One  of  the 
representatives  of  the  joint  .stock  banks  is  reported  to  have 
said  to  the  representative  of  the  Bank  of  England.  "  I  can 
draw  a  couple  of  checks  to-morrow  morning  which  wilt  shut 
you  up  at  once."  '    The  letter  of  the  govenimenl,  signed  by 


'  ThcK  6Ktirc9  an  t^kea  from  tbc  icport  of  Ibc  liqaidctors  at  a 
meeting  for  dis^olvinfi:  tbe  compauv.  held  in  Lon<lou  on  Nowmt)«r 
16,  1893.  It  appcar«(lthnt/^,366.(H-'iof  the  tinbillKrs  wM  on  account 
uf  bUU  re^Iscouutcd  uudcrUicffu^iriiDtn: of  lliccoinpiiny  ami  jf  6.018.- 
S35  w«s  dne  creditors  holding  MKurity.  Tbe  proTMl  claims  wn 
finalljr  Tcdac«d  to  ^4i9t3,3Sj,  including  tnttrvst.  nod  tbcy  vrvrc  paid 
out  of  the  proceeds  of  amountB  realiccd  from  bilb  of  exchange  and 
otbec  cf edits  to  the  otuountor^i.^Si.sS^;  from  Mnelfl  of  tb«  old  Jim, 
^638,s6i ;  scpantte  cstatM  of  tbc  p>imDci9  of  the  oU  Snn,  £tf3^,i';o ; 
auli  and  intcTCsl  on  in  vestments,  jC^^i'.  and  calls  of  ^35  per 
•bare  npon  tile  shorcboldert,  j^3,o6S,9$6.  Tbe  liqaldators  vMre  en- 
abled to  return  ^636.945  to  tbe  conttibutories,  aud  tbc  various  Law 
costs  an<)  expenies  of  the  tweutv-aeven  yean  or  Uquidaiion  w^re 
jfi 88,953-— London  Banker^  Magcuint.H^,,  1893,  LVI.,  809. 

•GilUart,  1I..3S4. 
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Lord  Jobu  RusscU  and  Mr.  Gladstone,  contained  the  foUowiug : 

If,  then,  Uie  directors  of  the  Bank  of  Bngland,  procccdiag  upon 
tbcpcndetitruleA  of  action  by  which  tlidr  ftcluimlttratioti  is  lUnally 
governed,  sUall  find  Uiat.  in  order  to  meet  the  wants  of  IcKi'timatc 
commercr,  it  bcicqu>«iteiut.-xlcii(l  thcirOiivoiinUiind  uilvuiiL-t*  u[)on 
apptoved  tccuniic^,  6o  as  to  require  issue*  of  notes  beyood  tb«  limits 
Tixnl  liy  Inw,  Ilrr  Majesty's  GoverDment  reeommend  ihst  this  neces- 
sity sho4)1d  be  met  immediately  npon  its  oceurreore,  and  in  that 
event  Uicy  will  not  iail  to  make  applicntioti  to  Parliainciit  for  tO 
sanction. 

No  such  discount  or  advance,  however,  slioald  be  granted  at  a  rat« 
of  Interrat  leas  Ihau  tea  per  cent,,  and  Her  Majesty's  Govemmctit 
reserve  )I  to  themselves  to  recommend,  if  tbey  should  see  fit.  the  im> 
povilion  of  a  bi{;hcr  rate.  After  deduction  by  the  bank  of  wbateT<cr 
it  may  coii»ider  to  be  h  fair  cLari^  for  its  risk,  expense  and  trotlblc, 
the  profits  of  these  advances  will  accrue  to  the  public^ 

Tlie  cflfcct  of  tbc  suspension  of  the  Act  of  1844  was  so 
marked  that  it  appeared  the  next  day,  ntiich  was  Saturday, 
as  if  the  crisis  tvas  at  an  end.  Tbe  pressure  upon  the  l>anks 
ceased  for  the  momeiil,  and  the  Bank  of  England  did  not 
find  it  neccssar>-  to  use  the  authority  to  issue  notes  beyond 
tbe  legal  limits  The  demand*:  for  discount  continaed  large, 
but  were  met  from  the  deposits,  which  were  poured  freely 
into  the  hank  by  the  outside  bankers  when  tlicy  were  assured 
that  their  appeals  for  notes  would  he  honored.  Large  com- 
mercial failures  began  again,  however,  during  the  week, 
which  imperilled  the  banks  holding  their  paper  and  led  to 
new  demands  by  deixiftiturs.  The  I^nk  of  London  paid  oat 
fifty  per  cent,  of  its  deposits  in  cash  and  was  obliged  to  stop, 
with  liabililies,  according  toiu  last  balance  sheet,  of  ^4,335.- 
877.  The  Consolidated  Bank  came  to  its  rescue,  bnt  was  in 
its  turn  exhauMed.  The  Agra  and  Mastcrman's  Bank,  with 
wide  connections  in  India  and  the  £ast,  and  obligations  of 
Z'SoSj.ooi,  was  also  compelled  to  sttipend  paj-ment*i.  These 
bank5  had  ample  assets,  but  were  unable  to  convert  theta 
into  bank-notes  and  cash  rapidly  enongh  to  meet  the  de- 
mand of  tbcir  depositors.  The  magnitude  of  the  demands 
upon  the  Bank  of  England  after  the  niithority  was  givt-n  to 
llU^]leud  the  Uauk  Act,    may  be  jtiiJ^cd  from    the  debate 
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which  took  place  in  the  House  of  Cooiraons  on  the  evening 
of  May  jytb.    The  Clianoellor  of  ihc  Exchequer  slated,  iu 
,  reply  to  a  number  of  interrogations  : 

Tbe  adrzitces  iiud«  by  tbc  Bank  of  BngUnd  on  governmetit 
»ecttritie*  on  I'riday,  tfac  duy  or  tlie  panic,  ameuated  to  ^919,000,  on 
Saturday  to  /'747.1X0,  aud  00  Ihrcc  subsequent  days  vanoiu  amoiiau, 
milking  up  tfar  total  atnouni  iidvuncrd  on  tli«sc  cecuiitie*  lu  five  daj  j 
to  /'>,S74.'x>o.  Thtn  wttli  rognrd  to  the  acooniuodation  of  commerce 
in  genernl,  tlic  best  measure  tbat  cnn  be  given  of  ttic  manner  in 
vtilcb  the  luink  hu  exercised  ila  funetious  is  sbown  in  tblit :— thnt  it 
bu  made  advances  upon  bills  and  baa  discounted  bills  to  tbc  extent 
of  £^,ZVWf>,  making  a  total  oT  adtraucts  «ud  diacounta  iu  five  days 
of  jf  1 3,335,000.  > 

The  rate  of  ten  percent,  at  the  Bank  of  England  was  mnin- 
taincd  from  May  iitb,  to  August  6th.  and  distrust  of  Eng- 
lish  investmeuts  wxt  m>  keen  tbat  this  high  rate  failed  for  a 
time  to  attract  foreign  capital  from  countries  where  interest 
mte*;  niled  nutcti  lower.  The  rate  of  the  Bank  of  France 
contiuue«l  fur  muntbii  at  four  per  cent,  and  the  coin  reserves 
of  the  liank  remained  unimpaired.'  This  circumstance  was 
seized  tipoit  by  critics  of  the  rule  of  controlling  the  flow  of 
bullion  by  the  discount  rale  as  proof  that  the  mie  was  not 
based  upon  sound  economic  law.  The  simple  truth  was  that 
the  credit  of  English  finance  was  shaken  to  its  centre.  A 
I  high  rate  of  interest  ceases  to  attract  when  grave  douht  ex- 
ists whether  llie  piincipal  will  ever  be  repaid.  Kuglaud  paid 
the  penalty  for  the  wide  ramification  of  her  credit  system, 
and  the  severe  shock  which  it  nrceivtd  in  1S66.  in  an  almost 
uoiversal  Cear  that  her  great  banks  and  ^lauce  companies, 
even  the  Bank  of  England  itself,  were  on  the  verge  of 
Isonkniptcy.     The  prevalence  of   a  ten  per  oeut.  rate  for 

'Gllb«t,  II..  348. 

*  IjiqaJdatioD  lii  France  bad  already  taken  place,  in  anticipation  of 
r  ^nir,  and  lbcsuK})enrioiiof  tpecie  jMymentit  in  Ilnly  sent  Inr^e  quanli- 
tie*  of  bnllioa  ovti  tbc  Alp*.— M4cl.cod,  Theory  and  Pracfiero/ Hank- 
itff.H.,  196-97.  M-  Homendcflvoraio  trace  the  low  rates  in  Frnncc  lo 
the  agitation  there  agninsl  the  monopoly  of  tbe  Bank  of  France,  hnt 
if  sncb  an  innucncccipcraled,  it  wai  cridcatly  only  because  other  c«ra> 
diiionscoucunrcd  to  ainkc  low  n\f:m>ie.—ta  Libcrttdcs  Bangues.  446. 
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three  niontli.<i  was  in  itself  a  hca\'y  fetter  upon  trade  and 
streiigtliciied  the  belief  tliat  there  was  something  funda- 
mentally wroug  with  English  banking.  The  distrust  abroad 
was  profound  enough  to  justify  for  a  moment  the  jihrase  of 
Sir  Stafford  Xorthcotc.  that  there  was  "a  run  upon  Kng- 
land^'-^nd  to  wound  the  national  prid«  with  the  unaccus- 
tomed fear  that  Loti<Um  was  about  to  lose  her  pre-eminence 
over  the  money  markets  of  llie  world ,' 

In  the  presence  of  such  fears,  an  ccnitomic  law  which 
would  operate  under  normal  condition!!  of  credit  was  tcm-< 
porarily  suspended,  just  as  iu  the  pa&t  few  years  foreif 
capital  has  been  persistently  williitrawn  from  the  United 
Slate»,  in  spite  of  tempting  opportunities  for  investment, 
because  of  the  fear  that  they  would  abaudon  the  gold  stan- 
dard, The  cherished  "convertibility  of  the  bank-note" 
did  not  prevent  the  suspicion  abroad  thai  the  British  go\-ero- 
meut  Intended  to  establish  farced  legal  tender,  and  its 
tntervciitt'on  to  permit  the  suspension  of  the  Bank  Act  of 
IS44  was  interprete<l  among  those  not  Cimiliar  with  the 
English  banking  system  as  a  step  in  that  diriMrtian.  The 
Earl  of  Clarendon  gave  ofEcial  testimony  to  the  gravity  of 
the  situation,  without  accomplishing  much  to  relieve  it,  by 
issuing  a  circular  letter  to  the  British  embassies  throughout 
Europe,  stating  that  "Her  Majisty's  gov-enimeut  have  no 
reason  to  apprehend  that  there  is  any  general  want  of  sonnd- 
ncss  in  the  ordinary  trade  of  this  countn.*  winch  can  give 
reasonable  ground  for  anxiety  or  alarm,  either  iu  this  coun- 
try or  abroad."*  Distrust  at  home  bad  not  at  any  time 
extended  to  the  solvency  of  the  B:»nk  of  England,  after  the 
directors  were  authorized  to  borrow  from  the  reserve  in  thi 
issue  department,  and  the  bullion,  never  below  j£t  1,800.000, 
rose  in  DeccmbertOj^ig,  200.000.  The  discounts,  wbicb 
risen  during  the  acute  stage  of  the  panic  to  .^33,400,c 
fell  gradually,  with  liquidations  and  the  slackening  of  busi- 
ness, to  £l<),lQQ.OQO, 


■  Wfllovnkl,  La  B»mqite  ft AngUttrrt,  ct&,  133. 
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77«  Deprcssivti  ef  1873-79. 

le  loug  period  of  depression  which  began  with  panics  in 
Atiatria  aud  the  Uuiled  States  in  1S73,  and  which  had  hardly 
tenutuatcd  six  years  later,  followed  scanc  of  the  most  re- 
■  marknble  experiences  of  the  waste  of  national  resootce*, 
the  sinking  of  capital,  and  clianges  in  the  economic  order 
which  the  worid  has  e\'er  seen.  National  resources  were 
wasted  like  water  in  three  great  wars, — that  of  Secession  in 
the  United  States,  lha,t  of  Italy  agaiiiKt  Austiia  in  1866,  and 
that  of  France  against  Germany  in  1870.  The  direct  cost 
of  the  American  war,  exclusive  of  peusions,  u-as  estimated 
at  more  than  $5,500,000,000.  to  the  government  uf  the 
United  States  alone,  exclusive  of  tlie  cost  to  the  South,  tlte 
injury  to  private  property,  and  the  drain  upon  the  producti%'c 
power  of  the  country.'  The  cost  of  the  Franco-Prussian 
War.  brief  os  its  military  operations  proved  to  be.  was  esti- 
mated at  a  total,  direct  and  indirect,  of  $2,700,000,000,  of 
which  $2,125,000,000  was  the  share  of  France  and  $575,000,- 
000  the  share  of  Germany.'  The  effect  of  an  important  war 
upon  credit  is  to  compel  %  force<l  liquidation  of  business 
transactions  in  adrance  of  the  time  which  would  be  set  by 
the  normal  movements  of  a  credit  c\-cle.  If  this  was  the 
case  during  the  Napoleonic  wars,  il  has  been  more  strikingly 
the  caw  under  modem  conditions,  with  the  ^reat  expansion 
of  credit  which  they  have  involved.  The  United  Slates, 
ha^'ing  escaped  the  crisis  of  1866  by  the  forced  liquidations 
of  ]86oaud  1861.  was  ripe  for  an  explosion  in  1873;  while 
France,  having  been  forced  to  liquidation  in  1870.  felt  only 
the  ripples  of  the  crisis  of  1S73,  which  were  wafted  back 
from  the  stonn  in  other  countries. 

The  absorption  of  capital  in  great  enterprises  during  the 
ten  j'ears  prior  to  1873  was  as  great  as  its  waste  in  war.  The 
average  annual  increase  of  railways  in  the  United  States  from 
i860  to  1867  was  131 1  miles.  The  increase  in  1869  wft» 
4953  miles;  in  1870,  5690  miles  j  in  1871,  7670  miles;  in 

>  &9Ue^  III.,  344. 
*  Giffot,  I.,  76. 
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1872,  6167  miles '.  and  In  1873,  after  tbe  panic  had  broken, 
3948  mil(.-5.'  The  L-aitcd  States  did  not  staud  aloac  in  rail* 
-way  expan^oiK  la  Russia,  a  system  of  la.ooo  miles  of 
Taihvay  had  been  almost  entirely  created  since  tS6Ii ;  in 
Austria,  eigbt  years  bad  witnessed  an  iiicrcaRc  from  2300  to 
6000  miles  :  and  in  South  America,  nearly  $200,000,000  of 
£ugli:ili  capital  bud  been  borrowed,  moiitly  for  railway  enter- 
prises.*  Tlie  result  of  this  network  of  new  hues  was  ibe 
opening  of  gre.iI  producing  Rrca<»,  which  laid  down  tlicir 
harvests  in  Liverpcxil  and  Hamburg  at  prices  which  crushed 
competition,  forced  down  tlie  prices  of  Etigliiib  and  G«rnMi 
agricullural  lauds,  »nd  threatened  theeamingsorihelaburvr. 
The  great  war  indemnity  paid  by  France  to  Germany  ac- 
cumuUtwl  sitch  a  surplus  of  loanable  capital  iu  tbe  latter 
country  that  new  maaufacturing  industries  sprung  up  all 
over  the  Empire,  which  soon  outran  the  demands  of  dnmta- 
tic  cotiMunpttun,  and  the  agricultural  population  flocked 
rapidly  from  the  country  lo  the  cities.  Tii  Pru<isin  aloitc 
687  new  joint  stock  companies  were  founded  bct^vcen  Janu- 
arj'  I,  1S72,  and  July  i,  1873,  with  an  aggregate  capital  of 
$481,045,000,  The  oonslruction  of  the  Suez  Canal  was  com- 
pleted in  iSfig,  de-'itro>'ing  the  value  of  much  pre-cxtstin|f 
shippiug,  and  the  development  of  railway  building  gavftj 
extraordinary  activity  to  mining,  forced  up  the  prices  of 
iron  and  renulled  in  the  establishment  of  many  new  fouudries 
in  Great  Britain  and  the  United  States.  To  these  camtcK  of 
the  lo^  and  absurptioti  of  cupital  had  to  l>e  ailtled.  during 
Ihe  period  of  li'iuidalion,  the  effect  of  bad  crops  In  Grent 
Britain  and  the  destruction  of  vineyards  in  France  by  th« 
ravages  of  the  phylloxera,  to  the  value  of  $2.ocx>,ooo,ooo.* 
The  world  had  gained  greatly  iu  protJuctive  power  during 
tlie  tn-o  decades  euding  in  1873,  but  tbe  gain  was  not  suBi- 
cient  to  offset  the  combluvd  operatluu  of  all  these  causes  uf 
wa^te  and  these  iransfonuatioiis  of  old  conditions.  The 
United  Stales,  reveUing  in  tho  fool's  parudlsc  of  fmccd  legal , 
tender  paper  currency,  was  subjected  to  se^'cral  severe  beat 

""'  CUbori,  II.,  jSS. 
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and  cbills,  wbik  timid  stalcsmen  were  waiting  Tor  the  coua- 
lr>'  ■'logrow  up"  to  the  vulume  of  the  currency.  Great 
Britain  poured  out  tier  capital  in  roreigu  loans,  ns  if  utitaugbt 
by  Ibc  history  of  previous  losses,  and  tlic  total  securities 
floQteil  were  calculated  at  /ioj.ooo.ocxi  in  iSyj  and  /62+,- 
000,000  in  1873.  The  iiuuiber  of  joint  stock  compauies 
formed  in  Great  Britaiu  in  1S73  was  1 1 16,  vith  a  subscribed 
capital  of  ^130,000,000.  and  llritish  exports  rose  from  jCi99,- 
586,000  in  1S70  to  j^255, 165.000  in  1873,'  Prices  were  in- 
flated on  every  European  bourse,  and  when  the  crash  came 
the  fall  in  securities  on  the  Berlin  market  alone  was  estimated 
at  13 1, 138,000  tbalcrs.  Loans  taken  in  I,ondon  to  thcaoinuut 
of  ^614,228,300  were  found  wholly  or  partially  in  default  tn 
1873  totheamouotof/,i32,399,8oooflhc  principal  involved.' 
Stringency  wns  the  chmnic  condition  of  the  money  market 
in  the  United  States  during  llie  closing  iwrtions  of  1873  and 
the  spring  and  summer  of  1S73.  The  final  crash  came  n-ith 
the  failure  of  trust  companies  in  New  York  and  Brooklyn 
early  in  Septemljer,  1X73.  They  were  followed  on  September 
iSlh  by  the  failure  of  Jay  Cooke  and  Company,  who  were 
agents  of  the  government  and  had  been  leaders  of  the  pow- 
erful syndicate  which  had  handled  the  refunding  of  the 
public  debt.  Credit  was  already  greatly  overstrained,  rnns 
took  place  on  the  banks  of  Washingtou,  Philadelphia,  and 
New  York,  nineteen  banks  and  trust  companies  closed  on 
Septeml>cr  19th.  and  the  Stock  Exchange  was  closed  for  ten 
days.  Failures  followed  each  other  iu  quick  succession, 
mills  and  foundries  stopped,  production  ceased,  and  for  six 
l*ears  the  pall  of  depressed  iudustry  lay  over  the  United 

'*  The  fact  tlut  loaiu  arc  made  cliitfly  in  commoditivft  ra(b«r  tban 
in  currency  is  an  importiint  fActor  id  linitncc  and  has  bad  initrh  to  do 
wtlb  the  development  of  Engluli  trade.  Tte  exporter  rumisbes  ttie 
commodities,  nbich  bave  for  him  tbc  chanictLT  of  mIcs  for  cub, 
brcauae  the  bill«  wbleb  he  ilrsns  are  purcliascd  by  Icudcrs  of  capital, 
for  trmiutmbsioD  lo  tbe  iMrrowing  oountry  in  pnynu-at  for  the  new 
Mcoritics.  Tbc  borrowisg  coooliy,  bciug  tliiu  petiuittcd  lo  puichaM 
by  lUc  cvWencca  of  deferred  pajincntt.  U  Bblc  to  become  *  njacb 
larger  pnrcbuer  tluia  would  otherwise  be  tbe  case. — LoDdoa  Banken' 
Macaxine,  Hay,  id9a,  Ltll.,  739- 
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States.  Deports  In  the  national  banlis  fell  from  $641,121,- 
775  on  June  13.  1873.  to  5540,510,602  on  December  26lh. 
Tbe  failures  for  four  yenrs  shou*ed  aggregate  liabilities  of 
$775,865,000  and  Ute  railway  bonds  in  default  on  January 
I,  1S76,  amounted  to  $789,367,655.' 

Tlic  Secretary  of  the  Trca.sur>-  cndeavonrd  to  rcli<n-e  the 
money  market  by  paying  oat  $24,000,000  in  the  purchase  of 
bonds.  Little  of  the  money  reached  the  New  York  banks 
and  they  fonnd  a  more  effectual  expedidit  in  the  issue  of 
clearing-house  certificates.*  This  resource  had  been  availed 
of  during  the  forced  liquidations  of  i860  and  other  >-eArs  of 
the  war,  but  the  amount  had  never  before  reached  the  fig- 
ures which  were  attained  in  1873.  These  certificates  wttc 
issued  h>-  a  committee,  upon  the  deposit  of  approved  securi- 
ties by  the  baaks  taking  out  certificates,  and  were  recei\-ablc 
in  the  settlement  of  the  balances  of  the  several  banks  at  the 
clenring  house.  This  made  them  the  equix'alent  of  cnrrencj* 
in  the  bank  reserves  and  released  a  corresponding  amount  of 
curreuo'  for  other  uses.  The  issues  of  clearing-house  cer- 
tiScates  at  Ne\v  York  on  the  various  occasions  of  stringency 
since  they  were  first  adopted  have  been  as  follows  :  * 


Tua. 

TOT  navB. 

rof At.  ciutCnj.ArK>H 

niTAL  MNIB. 

iSto 

Not.    »3 

Mtr.  g,  i86t 
Apr.  30.  1B63 

%  t,yiifi» 

1  6,Ste,oao 

it6t 

Sept.     16 

31.58$. rao 

3i.g6o,ooo 

lS03 

Sept.    ts 
Feb.     29 

fcb.    I.  1864 

tl47l.<»o 

Q,6oft/no 

I5&4 

unc  13, 1864 

17,738,000 

lb,  4 18,000 

iS 

Sept.   M 

,  in.  n,  i3;4 

a6.5O5.«0 

33,410.000 

M«]r     ts 

June    &,  l5S4* 

«4.9l5,O00 

31,845,000 

1B9O 

Not.     tl 

reb.    7,  iS^i 

16,645,000 

iS,«oj,ooo 

1B93 

June    9t 

Not.   t,  18^3 

41,400,000 

38,080,000 

'  Welto.  6. 

*  Kinler.  185-96. 

•  Xew  YdHt  JouMtal  of  Commerce. }»A,  16, 1S96.  The  (^UadtlpltM 
rlrarinic  lioaae  tuDril  |6^  7vts.ooo  in  1873.  Tlic  batiks  puil  six  per  cent, 
inumi  on  the  certificates  lield,  which  ensured  tbcfa-  retixemeat  wtaeu 
Ibc  ctncrfccDcy  wd>  poived. 

'  Bxcirpt  ^50,000  iMiucd  to  ibe  Meljopnlltaii  Nitioiut]  Bank,  aome 
of  MbicU  wetc  notpdil  onttl  Svpfember  23,  1886^ 


THK  LATEX  CX/S£S  Of   THE  CENTURY. 


5'J 


le  crash  in  Vienna  came  earlier  than  that  In  the  Unit«i 
States.  The  Gtrnian  gwcnmieiit  became  disquieted  by  the 
fever  of  speculation  in  Prussia  and  the  crcatiou  of  new  j«nt 
stock  companies,  and  the  priticr  of  many  of  these  coinpanica 
was  refused  acceptance  by  the  Bank  of  Prussia.  The  sp«co- 
lators  transferred  their  operations  to  Vienna  and  in  the  first 
quarter  of  1875  $140,000,000.  of  soolled  secnrilie*,  but  with 
little  real  ^ecu^ity  behind  them.  Merc  is.sned  at  the  Aiustrlan 
capital.  The  Bank  of  Austria  was  permitted  lo  loan  largely 
on  such  securities,  in  order  to  keep  the  Kpectilators  from 
failure,  but  on  May  37th,  the  morrow  of  the  opening  of  the 
International  Exposition,  seventy  failures  occurred,  and  on 
the  next  day  no.  in%'olving  establishments  of  tlie  fir>>t  im- 
portance. The  Botirse  was  closed,  the  government  sus- 
pended the  limit  ujxjn  the  note  Issues  of  the  bank,  loans 
\\'erc  made  by  the  Treasury,  and  a  syndicate  of  bankers  was 
formed  to  make  advances  on  sound  stcurittes.'  A  general 
panic  was  thus  pre^■<nted,  but  credit  was  so  far  impaired 
that  it  was  not  until  i'S75  that  business  in  Austria  resumed 
its  wonted  activity. 

The  forced  liquidations  of  the  Franco- Prussian  War  caused 
severe  pressure  for  a  short  time  upon  the  rcscrvci  of  the 
Bank  of  England  ;  but  the  early  effect  of  the  war,  in  driving 
international  exchanges  to  t/mdon  and  Belgium,  and  send- 
ing capital  there  for  safekeeping,  was  to  flood  the  bank  with 
money  and  to  carrj*  the  discount  rate  downward  from  six 
percent,  on  ."Vugiist  4th  until  it  touched  two  and  a  half  per 
cent,  on  September  zytb.  The  terms  of  settlement  of  the 
French  indemnity  kept  money  in  Great  Britain  for  a  lime, 
and  it  was  eagerly  absorbed  at  low  rates  by  traders  and 
mamifocturers.*  The  delcmiinntion  of  Germany  to  establish 
the  gold  standard,  and  the  heavy  credits  she  had  aceumu- 
lattxl  in  London,  began  in  1873  to  draw  gold  away  ftom 
England,  but  the  raising  of  the  discount  rate  at  the  Bank  of 
England,  until  it  touched  nine  per  cent,  on  September  35, 
1873,  attracted  gold  back  from  the  Continent,  AustraUa,  and 

'  JttKlar.  493. 
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India,  and  1873  aud  1S74  passed  away  wilti  comparatively 
little  disturbaucc. 

The  crisis  in  Great  Britain  was  delayed  until  1S75,  when 
se\'«ral  large  firms  duinj^  businciis  in  f^ontli  America  went 
down.  lu  May  came  the  collapse  of  the  Abcrdare  Iron 
Company,  with  liabilities  of  over  ^^i.ooo.ooo,  which  dragged 
down  two  oilier  large  concerns  and  Uie  brolcerage  firm  of 
Sanderson  and  Company,  with  liabilities  of  about  ^7,000,- 
000.  The  banks  maintained  a  finn  front  and  actnal  panic 
did  not  occur  until  June  15th,  whcu  Alexander  Collie  and 
Company,  East  India  merchants,  failed,  with  liabilities  esti- 
mated at  ;^3.ooo,cxx>.  Thirty  Gmis  followed  them  into  the 
ditch  during  the  following  week  and  it  was  found  that  these 
firms,  as  in  the  case  of  tboae  connected  with  the  Abcrdare 
Iron  Company,  were  simply  tools  of  Collie  and  Company,  in 
floating  their  paper.  The  Bank  of  England  was  well  equip- 
ped with  bullion  and  notes,  and  sound  firms  vrere  liberally 
assisted,  witliout  any  advance  in  the  rate  of  discount,  which 
was  only  throe  and  a  half  per  cent.  Many  small  firms  went 
to  the  wnH.  btit  Great  Brilain  was  touched  lightly  by  the 
crisis  and  con6deii«:  was  only  briefly  shaken  itt  1875.  The 
experience  of  1878,  when  the  City  of  Glasgow  Bank  failed 
with  liabilities  of /■i2.4C4,397,  wxs  nl.10  creditable  to  the 
soundness  and  conservatism  uf  British  banking.  The  banks 
increased  their  dcjKisits  in  the  Bank  of  England  jCt .ocxt.ooo, 
while  they  drew  down  the  cash  reserves  of  the  bank  about 
j^4,ooo,ooo.  They  tbus  strengthened  themselves  b}'  actual 
cash  in  hand  or  credits  on  tbe  Bank  of  England  to  the 
amount  of /|i  1,000,000.  Several  important  failures  occurred 
during  the  autumn  uf  187S.  including  that  of  the  West  of 
England  Bank  at  Bristol,  oa  December  ^th,  with  liabilities 
of  about  X^5,ooo.ooo,  but  the  crias  gradually  pawed  oS  dor* 
ing  1879  without  a  geoeral  rtm  upon  the  solvent  banks. 


TTie  Crisis  ef  tS8»^. 

The  cri.iis  in  1882  tn  Enropc,  which  reacted  upon  the 
United  States  in  18S4,  was  most  &e\-cre  in  its  ccotumuccf- 
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feels  in  Frffltice,  whicli  had  escaped  the  effects  of  the  crisis 
of  1873  by  tile  forced  li(juidatiou  of  the  Franco- Prussian  War. 
The  severity  of  the  crisis  iii  France  was  due  in  a  large  meas- 
ure to  the  education  iu  the  einplo>-uicut  of  negotiable  securi- 
ties which  was  afforded  by  the  payment  of  the  great  war 
indemnity.  The  masses  of  the  French  people,  little  accus- 
tomed up  to  that  time  to  any  fomi  of  saving  but  in  coin  and 
lands,  emptietl  their  boards  in  the  purchase  of  national  se- 
curities, partly  from  a  great  outburst  of  patriotic  feeling,  but 
partly  also  because  they  felt  that  the  guarantee  of  the  gor- 
emmcnt  gave  safely  and  tangibility  to  engraved  pieces  of 
paper,  which  under  other  circumsLaiices  tbcy  would  have 
refused  to  look  upon  as  a  sensible  investment.  The  habit 
of  accepting  such  securities  once  formed,  and  the  advantage 
derived  from  their  regular  returns  once  enjoyed,  it  became 
easier  to  tcinpt  the  French  peasant  and  wuikman  to  experi- 
ment with  other  securities  of  a  less  certain  guarantee.'  In- 
vestment societies,  trust  com[X)nteK,  and  syndicates  sprang 
up  like  mushrooms  iti  the  speculative  atmosphere  of  Paris, 
and  those  which  were  upon  too  grand  a  scale  for  any  but 
the  great  financiers  aud  the  rich  bad  their  imitators  among 
the  ad\'enturers  of  the  street,  who  accepted  gratefully  in  in- 
stalments the  petty  livings  of  the  poor.'  The  loans  of  the 
Cridit  fondtr  s^rellcd  from  50,000,000  francs  in  1879  to 
278,000,000  francs  in  i88l,  while  ^^Cr^dU  Ghtiral  h'ran^ais, 
the  Unmt  G/nfraU,  and  the  Banquf  de  ta  Loire  were  l>'pea 
of  great  investment  companies  whose  shares  ran  brief  careers 
of  extravagant  advancca  in  price.' 

It  was  not  in  France  alone  that  speculation  assumed  a 
new  de%-eloiwnent  in  the  eighth  decade  of  the  ccntun.-.  Specu- 
lation iu  earlier  times  had  been  largely  limited  to  the  raw 
materials  and  Guished  produas  of  commerce,  and  the  burst- 
ing of  the  bubble  had  come  wheu  high  prices  made  goods 
unmarketible  and  continuances  of  loans  at  the  old  rates 
could  no  longer  be  obtaiued  at  the  banks.     The  much  more 

'  Lcroy-Beanltcu,  U.,  3i6> 
•Jannet,  385-86L 
■  Jn«I«-.  435- 
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complic3il«d  structure  of  modem  commerce,  the  distribution 
of  risks  by  maigiiis  au^  fulunni,  sales  fur  report  and  arbi- 
tmge,  and  tlie  diffasion  of  savings  and  the  taste  for  inrest* 
incut  among  all  classes  in  civilized  states,  have  given  a  new 
cUaracter  to  speculation  and  made  the  stock  niarlcet  a  more 
sensitive  barometer  of  business  conditions  tliau  the  more 
sluggish  merchandise  markets.  Securities  have  become  the 
must  CGDveaicnt  means  of  settling  intenialional  balances, 
and  by  their  unrecorded  transfers  have  impaired  the  value 
of  the  statistics  of  visible  commerce.  They  have  become  in 
a  large  measure  a  substitute  for  money  and  have  to  be  con- 
sidered in  dealing  with  mouetar>-  problems.  The  steady  rise 
of  national  securities  in  recent  years  has  been  chiefly  the 
result  of  the  falling  interest  rates  on  capital  and  their  safety 
as  temporary  investments,  but  shrewd  speculators,  by  play- 
ing upon  the  ignorance  of  investors,  have  convinced  them 
that  the  other  securities  upon  the  market  inrerc  sure,  in  tfacir 
hands,  to  pursue  the  same  asceudtns  course.  Intoxicated 
by  this  prospect  of  palmer  riches,  investors  have  measured 
their  expenditures  by  their  assumed  wealth,  have  furnished 
occu|>atiou3  for  the  ministers  of  luxury,  and  have  brought 
perturbation  into  the  entire  economic  order.' 

Marginal  prohts  in  stock  speculations  depend  in  several 
ways  upon  low  rates  for  money,  and  these  disappeared  in 
England  and  France  during  the  autumn  of  l8Sl.  The 
United  States  resumed  specie  payments  on  Januarj-  i,  1879, 
and  the  current  of  gold  drawn  towards  the  couniTv  bj*  the 
operations  of  the  treasury  wassi\-elled  by  the  abundant  crops 
and  large  exports  of  the  years  which  immeiliately  follo«-ed. 
The  merchandise  exports  from  the  United  States  in  tSSi  were 

' "  TlUite  va«ct»  of  ([fowlnic  wmlib  have  Llicir  effect  ercn  ufxui  the 
poMie  fiDanees.  TroanKtioiu  being  more  namrrous  and  t>eiait  made 
•t  liighrr  prices,  the  rcgiMnition  Irxch  give  Inrgcr  rcvennr*.  It  Is 
Ibiu,  (Uat  from  |S;5  to  i83t,  the  receipts  of  ttie  TroKory  »cemlc-it 
tbr  oStcUl  MtiniAtcsi  by  580,701,768  fran^-»,  ndd  tlii*  wu  oudv  ti]«  oc- 
cMton  by  the  party  la  power  fur  launctdiiK  intn  fciolbh  cxpenio,  in 
the  famooaplsa  oTpultltc  worknof  U.  Preyciacl  ■d<1  llie  parvliaae of 
little  rBilwar  Uoea,  wliich  tcsulted  in  «  icrie*  of  Iomis  >a  prafmud 
peace."— Jul  net.  yft. 
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?902'377.346' — *•*  amount  never  before  equalled,  and  never 
equalled  afterwards  uulil  1892.  The  cxct-ss  of  exports  over 
imports  of  merchandise  was  $264,661,666  in  1S79,  $i67,683,' 
911  in  i88o,  and  ??59,7i2,7i8  in  1881.  Europe  was  suKrr- 
ing  from  a  deficiency  of  crops,  for  which,  in  the  language 
of  Mr.  WeU».  "in  respect  to  duration  and  extent,  tlicre  had 
been  no  parallel  in  four  centuries."  '  The  tideofgold,  which 
had  been  outward  for  sixteen  years,  turned  towards  jVmerica 
in  1878,  and  the  net  gold  tmjxirts  wtnt;  $77>it9,37i  in  1880, 
and  $97.466, 127  in  18S1.  The  Bauk  of  France  found  its  re- 
HCT\-c  tilling  in  the  autumn  of  18S1,  and  endeavored  toavoid 
too  sharp  an  advance  in  the  discount  rate  by  paying  light 
coin  and  charging  a  premium  fur  bullion.  The  Bank  of 
Hngland  raised  its  discoinit  rate  on  October  6th  from  four 
to  five  per  cent.,  and  the  Bank  of  France  followed  with  a 
like  advance  on  October  soth.  The  crash  came  in  Paris 
and  Lyons  in  January,  1882,  with  the  collapse  of  the  Union 
frMiraie  and  a  fall  in  all  daM«s  of  Kecurities.  The  Lyons 
brokers  sought  and  obtained  snccur  from  Ihe  Bank  of  France, 
to  the  amount  of  100,000,000  francs,  upou  securities  which 
would  not  ordinarily  have  been  accepted,  and  the  Paris 
agents  of  exchange  obtained  So,ooo,uoo  francs,  u[X)n  the 
gaarautec  of  a  syndicate  of  hankers.  The  sum  of  ^934„ooo 
-was  withdrawn  from  the  Bank  of  England  for  Prance  on 
J.iuuary  30th,  and  /3,ooo,cxx)  was  drawn  out  during  the 
■week.  The  Bank  of  Englaud  dJMvunt  rate  was  advanced, 
on  February  2d  to  six  per  cent.,  and  private  bankers,  con- 
trary to  their  usual  custom,  raised  their  rates  to  that  of  the 
hank." 

Tlie  counter-strobe  of  the  crisis  in  the  United  Stales, 
-which  was  delayed  until  1884,  was  more  financial  than 
economic,  but  the  multitude  uf  failures  caused  intense  nl.irm 
fur  a  lime  and  threatened  to  bring  business  to  a  standstill. 
The  Marine  Bank  of  New  York  suspended  on  May  5th, 
closely  followed  by  the  failure  of  the  Metropolitan  Bank,  the 
exposure  of  the  peculiar  methods  of  John  C.  Kno,  Ferdinand 

'  Reeent  EoKomic  Changes,  6. 
•jnglai-^396- 
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Ward,  aiid  George  I.  Sctiey  aud  the  collapse  of  smi 
houses  connected  with  Ihem.  Money  went  to  one  per  ccnL' 
a  day,  the  interior  banks  began  to  draw  beaWly  apon  their 
New  York  rescn-es,  and  it  was  hardly  possible  to  obtaia 
cash  or  credit  upon  tbe  best  securities.'  The  decision  of  the 
associated  banks  to  issue  Clearing- Hoase  certificates  calmed 
the  storm  by  decrees,  bm  the  failures  of  tlie  year  were  com- 
puted to  show  habilitics  of  $240,000,000,*  and  deposits  in 
the  national  banks  fell  from  $1,060,778,388  on  April  24tb  to- 
$979,020.  J49  Ml  June  20,  1S84. 

Thf  CristJ  fff  rSpo, 

The  crisis  of  1^90  afforded  a  striking  illustratiou  of  the 
better  understanding  of  such  e\'ents  which  has  anscn  within 
the  past  half  centur>',  and  of  Uie  success  of  skilful  and 
courageous  financiers  in  dealing  with  them.  The  partic- 
ular cause  of  the  crisis  was  the  heavy  loans  through  the 
Barings  to  the  Argentine  Republic,  but  the  years  preceding 
1S90  had  beeu  marked,  as  in  other  such  periods,  by  exct:!&*ivc 
speculation,  the  increase  of  joint  stock  companies  and  Lbe 
inflation  of  prices.  A  part  of  this  tendency  to  speailation 
was  atliibuled,  as  in  ihe  case  of  the  crisis  of  1837,  lo  the 
conversioii  of  the  public  stocks  or  Consols  in  iSSS,  tiader 
the  management  of  Chancellor  Goschcn,  from  three  per  cent, 
to  tWT)  and  three-quarters  per  cent.  The  returns  of  the  reg- 
istrar of  joint  stock  companies  showed  tlie  total  amount  of 
capital  registered  during  1&88  to  have  been  /.^53.78i,594, 
and  in  1889^241,777,468.  while  the  looaa  to  the  Argentine 
Republic  alone  in  those  two  years  were  slated  at  ^36,101,- 
766  in  18SS,  and  X^-^^i'3V  >»  18S9.*     Railway  raming& 

'  It  is  a^Kvptw  of  tbia  criai»  tb»t  Mr.  Uearr  Clews  roaarka  thit, 
*'  Were  the  haclu  nllowcd  to  dm  their  rcscrvn  under  ^cb  drmm- 
■lanccs,  o  fnnd  wonlJ  be  itrorliled  for  mitigntiag  tbe  Force  of  Ibtt 
cmia,  and  tfac  danger  uiiglit  be  gradoally  titled  orcr ;  1ml,  as  U  la. 
tlie  bank*  c«n  legally  du  llltlc  or  nnthinK  to  a^'crt  paste :  on  lbe  coo- 
ttvy,  the  law  coiDpels  tbem  to  lake  a  courw  wbicb  ptvcipittttc*  it,"— 
Tofemfy^At  years  in  H'ati  Strt^i,  j6i. 

'Juj{!ar,477. 

*  Journal  of  the  InstiMfO/  Banitri,  Jhb.,  iSqi,  X[L«  I. 
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iucrea>img,  c1  can ug- bouse  trausnctioiis  were  mtUtiply- 
^lig.  and  tlie  securities  of  the  South  American  republics  were 
cagcily  accepted  by  investors  uuder    the  eudorsemeut  of 
such  a  hou»;  as  the  Barings. 

Money  tiad  been  poured  into  the  Argentine  Republic  for 
the  dtn'clopmeat  of  bnulring,  public  works,  and  retail  trade, 
until  the  natives  might  well  liave  been  convinced  tliat  their 
credit  iu  I^udoa  was  without  limit.  A  boom  began  in  it>86 
which  carried  up  the  price  of  lands,  which  a  few  years  before 
could  be  had  almost  for  the  taking,  to  JljO.ooo  per  league, 
while  suburban  lots  bouuded  upward  from  a  few  cents  to 
several  dollars  per  square  metre.  £xlravaf;ance  and  luxury 
ruled  among  the  governing  clnsseR,  and  llie  hanks  which 
weiie  opened  in  1887  under  the  Guaranteed  Banking  Law 
advanced  money  without  security,  by  the  hundreds  of  thou* 
sands  to  men  of  prominence  and  by  tlie  tboosands  to  their 
humbler  followers.  The  requirement  of  payment  by  inRtal- 
inents  discluse<l  ;he  fact  that  the  banks  had  made  many  bad 
debts,  and  it  soon  appeared  that  these  had  been  covered  up 
for  a  time  by  fraudulent  ovei^issues  of  boiik-uotes.  The 
legal  circulation,  which  amounted  to  J 160, 000,000,  or  about 
|>40  per  capita,  was  increased  by  tlie  fraudulent  issue  of 
fso,ooo,cx»  to  $60,000,000  in  additional  paper.  The  Nft- 
lionul  Bank,  alone,  exceeded  its  Uniit  $26,000,000.  Xotes 
supposed  to  be  redeemed  were  constantly  reissued,  and  when 
the  crash  came  paper  money  was  so  discredited  that  gold 
went  to  a  premium  of  three  hundred  in  paper,  and  tickets 
for  a  few  cents  were  issued  by  barbers  and  retail  stores 
to  take  the  place  of  the  small  coins  which  disappeared.' 

The  interest  rate  at  the  Bank  of  England  was  gradually 
loweredduring  1S90,  from  six  per  cent,  on  February  20th,  to 
three  per  cent,  on  April  17th,  where  It  remained  until  June 
26th.  It  was  then  raised  to  four  per  cent. ,  and  afterwards  to 
five  per  cent.,  where  it  stood  on  Thursday,  November  6lh. 
Uneasiness  began  to  be  felt  among  well  infomied  baTikers- 
ovcr  the  increase  in  the  acceptances  assumed  by  the  Barings 
>"G«adio  Buikinif,"  I,«adoa  Bankm'  Afagasiae,  Jan.,  1891,  LI., 
37^7. 
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and  otlicr  buuses,  and  the  decline  of  securities  tndicatcil  a 
more  prvssing  demand  fur  inntiey  nnd  a  sUckeiiiiig  of  busi- 
ness acttvily.  The  bauk  rate  wait  advanced  to  six  per  cent, 
oil  Friday,  November  7th,  and  ugly  rumors  were  aHoat  ia 
I/jiubard  Street.  The  real  oiiiac  of  the  nnca.'iiiicss  among 
the  great  financiers  did  not,  however,  become  public  property 
utilii  a  u,%ek  later.  It  was  made  ktiowu  on  N^owuiber  8th,  to 
the  Goxxrnor  of  the  Itank  of  KiigUiid,  Mr.  William  IJd> 
derdide,  forluualely  a  luiiii  of  great  ability  and  dcciaioa  of 
character,  that  the  Barings  were  on  the  eve  of  suspending 
pnyinetit,  with  liabilities  of  /^2l, 000,000. 

Mr.  Lidderdale  believed,  in  spite  of  the  unfortanatc  his- 
tory of  prcviou^j  crises,  that  measures  could  be  adopted  which 
would  pre^'ent  a  crash.  He  accordingly  perfected  arrange- 
ments within  the  fnllowiiig  week,  by  which  the  Bank  of 
Hnglaiid  was  able  to  announce  on  November  14th  that  all  the 
liabilities  of  Baring  Brothers  and  Company  would  be  pro- 
vided for  by  the  bank,  and  that  any  loss  to  the  bank  would  be 
made  good  by  a  fircle  of  guarantors  embracing  the  greatest 
institutions  of  Great  Britain.  The  joint  stock  banks  of 
I^iduii.  the  leading  bauk.s  of  tlic  provinces,  and  the  joint 
stock  banks  of  Scotland  entered  intoa  combiDalion  aggre- 
gating ^15,000,000,  "to  make  good  to  the  Bank  of  Eng- 
land any  loss  which  may  appear  whene\t;r  the  Bank  of 
Hngland  shall  determine  tliat  the  final  liquidation  of  the 
liabilities  of  Messrs,  Baring  Brothers  and  Company  has  been 
completed,  so  far  as  in  the  opinion  of  the  governors  is  prac- 
ticable." This  guarantee  wns  to  continue  for  three  >'ears, 
and  afibrded  absolute  a»surunce  to  Ihe  business  community 
that  no  great  lossc.<j  to  individuals  and  re»pcclablc  bouses 
would  occur.  The  Chancellor  of  the  Exchequer  wu  In 
ctmsiant  consultation  with  Mr.  Lidderdalc  while  the  ne~ 
gntiations  for  the  guarantee  were  going  on  and  offered  him 
the  t>ciiefit  of  the  &u.-i[)cnsi(in  uf  the  Bauk  Act  of  1H44.  so  aa 
to  permit  the  i&sue  of  addilion.al  notes,  if  he  thought  it  desi- 
rable, but  Mr.  Lidderdale  declined  lo  foster  alarm  by  admit* 
ting  the  necew>ity  for  the  classic  remedy  of  the  great  crises 
of  1S47,  1^37,  and  1866. 
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>[r.  Liddenlale  pTefem.<(l  to  keep  within  tbe  law,  and  at 
the  ^me  time  to  equip  the  bank  with  the  means  of  meeting 
heavy  demands  for  notes,  by  borrowing  gold  from  France, 
Russia,  and  other  aource&  The  sum  of  ^3,<x)o,ooo  Iii  gold 
was  brought  o\'er  under  a  special  contract  with  the  Bank  of 
France,'  ^1.500.000  was  obtained  from  St.  Petersburgh,  and 
^SOo,cx»  was  drawn  from  other  sources.  All  this  sum  of 
j^5,ooo,ooo  thus  became  available  as  Llie  guarantee  of  addi- 
tional note  issues  if  the  pressure  for  money  should  become 
seriom^  Mr.  I,idderd,-Ue  woiUd  not  even  alarm  llie  coiiimii> 
nity  by  forcing  up  the  rate  uf  interest  to  an  extreme  point, 
but  maintained  it  at  six  per  cent,  and  insisted  that  the  great 
joint  stock  banks  should  continue  discounting,  a»  uiitial.* 
These  measures  were  so  saccesRful  that  the  period  of  stress 
was  passed  without  actual  panic  and  liquidation  set  in  with* 
out  important  failures.  The  note  issues  of  the  Bank  of 
England  increased  from  ^34.507.58000  November  12th  to 
^39,y3q.90o  on  November  26lh,  bultheincrcaj*  was  almost 
cxclu-sively  in  the  notes  held  in  the  txiiikiog  department  aud 
there  was  no  unusual  pressure  for  currency. 

TIic  firm  of  Baring  Brotliers  aud  Company  wis  reorgauized 
as  a  limited  company  with  a  capital  of  /^i,ooo,ooo,  ami  miide 
arrangcmeuts  to  continue  busincM.  The  affairs  of  the  Ar- 
gentine Republic  were  found  in  an  extremely  bad  shai*  and 
have  not  yet  been  entirely  adjusted,  but  the  surplus  resources 
of  the  Barings  enabled  a  gradual  reduction  of  their  liabilities 
outstanding  at  the  time  of  the  failure.  The  adjustment 
proceeded  so  rapidly  that  Mr.  David  Powell,  the  Governor 
of  the  Bank  of  liuglaud.  n-as  able,  at  a  general  court  held  ou 
March  16,  18^3,  to  make  the  following  report : ' 

The  lUbiUtics,  which  b«vc  been  incioucd  tturinj;  the  pa.«  six 
moath*  \)tf  a  elaim  from  ifao  execmoTB  of  llie  late  T.  C.  Baring,  now 

'  This  loan  wu  secured  by  the  deposit  of  Bxchcqucr  txmds  itsued  to 
tbe  Bank  of  Knglocd  by  tbe  Britiab  Govcmtncnt.  lu  exchange  for 
national  debt  tto^k.  Tilt  cort  6f  the  tntnoAclioa  wtt*  j^ioOtOOO,  be- 
sklca  iutcTcst. — Jhl.  Science  {huu'ly,  Uatcli,  iS^.  IX..  23. 

'  M»cIxod.  7/iroryiffCrrdU,  II,.  8^6. 

*  London  Banktrf  Mag'Xgimt,  Apnl,  1893,  LV.,  610. 
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stand  at  ;^4,55S,8t^  white  the  tsIuc  of  llic  Meets  nnder  tbe  new  o- 
timate  •toorli  »t  ^4.9dS.9}5.  giving  an  apparent  aurplni  of  ^3j0.i33. 
U  will  be  seen  tlial  proKtcw,  tliougli  not  to  r»pid  aa  in  Itic  previous 
six  months,  has  been  made  in  tbe  liquidation,  tlte  debt  to  the  bank 
having  been  redaced  in  the  past  six  months  by  /'6a5,ooa  It  mxy  be 
well,  bowercr,  to  remind  j-ou  how  much  has  been  effected  since  tbo 
guanitilee  was  set  on  fooL  The  liabilities,  which  in  the  aggregato 
reached  a  total  or  ^'30,^13,000,  have  been  reduced,  inn  period  of  about 
two  years  and  a  {|UAcier,  to  /4.$5S>8i3 ;  nearly  llie  whole  of  the 
"Inlb  receivable,"  "remittances  to  come  forward,"  etc.,  anronnltoi; 
to  jfai, 193,664,  bare  been  got  in  without  lots,  and  eecaritic*  bare 
been  realized  10  tlic  vatiic  of  jCi-S^.l^i-  It  w'll  '>e  retneiubeml  that 
the  penoal  of  three  yean,  for  which  the  guarantrcs  were  originally 
gives,  will  expire  in  November  next,  and,  looking  lo  Ihe  qiK«tioa 
bow  far  the  liqui^lation  conld  be  carried  out  withOQt  material  loss  bo- 
fore  that  date,  it  was  felt  desirable,  in  tbe  interests  of  the  giiarnutors, 
that  the  time  should  be  extended ;  and  t  am  bappy  to  he  abli:  to  say, 
that  practically  the  whole  body  of  gtiaranton  have  conKented  to  con> 
tinue  their  guarantee  for  one-foorth  of  the  origiaal  amount— which  w 
all  that  is  rwjuirctl— foront  year  certain  from  November  next,  and 
for  a  fiinher  period  of  one  year  if  dcenwd  expedient  in  theiatcr- 
ests  of  thv  guamnton.' 

The  intimate  cotmectioa  between  the  world's  markets  is 
indicated  by  the  fact  that  the  withdrawal  of  British  dejKisils 
in  Australia  caiiM:<L  a  slringcttcy  which  foreshadowed  tbe 
crisis  of  1S93,  and  that  the  Imperial  Bank  of  Germany  for- 
bore  for  a  time  iiinkiiig  drafts  upon  I,otidon.*  The  strin- 
gency which  occurred  jii  llic  United  States,  however,  in  tbe 
autumn  of  1890  came  before  tbe  Baring  cri^s  and  was  less 
intimately  related  to  that  e\-ent  than  to  the  accumulation  of 
surplus  reveiuies  in  the  Treasury.  Tilts  had  been  so  serious 
a  danger  for  several  years  that  Secretary  FatrchiM  In  18S8 
deposited  a  large  part  of  the  surplus  in  national  banks,  while 
he  extended  the  i)olic>-,  which  he  bad  already  insuRUnited, 
of  purchasing  mimatnred  bonds  at  a  premium.  Tlie  pttr- 
chase  of  bonds  was  c>3utinue(l  by  Secretary  Wiitdum,  and 
was  ptirsticd  on  a  large  scale  duriuKthe summer  and  autumn 

*  Tbe  guarantors  were  relieved  of  further  liability  towards  Ihe  eloa» 
of  1S94,  and  the  further  sctUemests  were  uodciUkcn  by  a  prlvat* 
company. 

'Jaooet,  1 1  J. 
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of  1890.  "The  amount  of  public  money  set  free  within 
seventy-five  days  by  these  several  disbursements,"  Secretary 
Windom  dedared,  referring  to  circulars  issued  up  to  Septem- 
ber 6th,  "  was  nearly  $76,660,000,  and  the  net  gain  to  circu- 
lation was  not  less  than  forty^five  millions  of  dollars,  yet 
the  financial  conditions  made  fUrther  prompt  disbursements 
imperatively  necessary."  '  Another  offer  to  purchase  these 
bonds  was  issued  on  September  13,  1890,  and  the  total  dis- 
bursements between  June  30th  and  the  close  of  September 
were  $98,276,682,  of  which  $75,828,200  was  on  the  principal 
of  bonds  redeemed  and  the  remainder  for  interest  and  premi- 
ums. The  resources  of  the  Treasury  were  practically  ex- 
hausted and  no  assistance  could  be  given  to  the  money 
market  when  the  reflex  action  of  the  Baring  crisis  was  felt 
two  months  later  in  the  United  States.  A  number  of  im- 
portant failures  occurred,  but  the  more  disastrous  results  of 
the  exhaustion  of  the  Treasury  were  reserved  for  1893. 

'  Fioance  Report,  1890,  xxix. 
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Tbc  Rcwrbcrntton  of  tbc  naring  Cra*b  over  Harope,  Amerlo,  noil 
Austtalu— Dlsmutof  Amcricau  Sllvrr  IjCgtBlation— The  Failun 
of  tbe  Bni**e]«  Coiifrrencc,  the  Suttpeiiidoii  of  Fm  Coiii»t[e  111 
ladM,  ftnil  llie  Comiug  of  tb«  Pauic — Tlie  ShrinVsgcr  of  Vftlnci 
— Kepcat  of  tb«  Sbcmion  Lan  anil  tbc  Boml  ConUiKt  of  tS^S 
— Laod  SpccuIatioQ  and  Bad  Ranking  in  Auftralia. 

THK  financial  crisis  of  1S95  was  in  n  Inrge  measare  an 
aflcrclap  of  tlic  Baring  failure  in  1S90.  Many  mil- 
lious  of  British  iiioue>'  bad  been  invested  iu  American 
and  Australian  securities  and  the  discredit  which  fell  upon 
Argentine  and  other  South  American  investments  with  the 
failure  of  the  Barings  resulted  In  an  irresistible  movement 
to  tmload  such  securities  and  transfer  European  capital  to 
home  investmenK  Such  a  tendency  would  in  itself  have 
seriottslv  crippled  the  great  enterprises  carried  on  fn  the 
United  States,  South  America,  and  Australia  on  fordgncapi> 
tal,  even  if  those  countries  had  not  been  in  any  way  at  faulL 
Resolta  proved  that,  while  credit  treated  npoa  no  »uch  rotten 
basis  in  the  United  States  and  Australia  as  in  Argentina, 
there  had  been  much  sinking  of  circulating  capital  in  unpro- 
ducti^'c  enterprises  and  a  tcndcnc)-  towards  unwise  ccooomic 
policies  which  bud  fettered  the  industries  of  tha?c  oouulries 
and  driven  gold  from  its  legitimate  place  in  their  monelaiy 
circulation.  CircumstaiKes  which  might  haw  imimiTcd, 
Amcricau  and  AustraUan  credit  under  any  conditions  were 
emphasliEed  by  the  genera]  distnist  aroused  hy  the  Barinf 
failure  and  it  rcquit^cd  only  the  rude  te<;t  of  the  withdrawal 
of  foreign  support  to  confinn  tlie  suspicion.';  of  foreign  inves- 
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nnd  bring  to  a  liead  the  nal  evils  of  the  economic 
biliiation. 

The  first  shock  was  felt  in  Australia,  vrbose  people  bad 
been  coDgra  tula  ting  themselves  upon  their  rapidly  accumulat- 
ing weallli  and  th«ir  swelling  botil;  credits,  based  hi  lenlity 
upon  inflated  \*aIuatious  of  real  estate  aud  of  agricultdrnl 
products.  The  shock  was  soon  communicated  to  the  United 
States  and  its  reverberations  affected  the  stock  markets  of 
Berlin  and  Vienna,  checked  the  efforts  of  Austria- Hungary 
to  establi&h  the  gold  standard,  and  drove  Austrian  securities 
homeward  from  Germany  as  the  result  of  tlie  scramble  for 
ready  cash  in  the  Berlin  market.  Italy  was  affected  by  the 
prevailing  distrust,  and  the  evils  generated  by  corruption 
among  her  tinnkers  and  public  men  were  tiitentufied  by  the 
Tetnm  of  Italian  securities  and  the  steady  outflow  of  gold 
and  even  of  subsidiary  silver  coins  under  the  pressure  of  a 
depreciated  paper  currency.  The  CrAiif  MoMUr  flalirn, 
with  a  capital  of  75,000,000  lires  ($14,500,000),  was  forced 
to  suspend  by  the  difSculty  of  calling  up  advances,  with  de* 
posits  of  50,435,000  lircs  and  advances  of  89,109.000  lircs.' 
France  sow  her  importations  shrink  from  4,767,867,000  francs 
({920,000,0005  in  1891  to  3,936,720,000  francs  (f 760, 000, 000) 
in  1893.  Even  Turkey  suffered  from  the  fall  in  the  prices 
of  the  products  of  agricultutc,  which  constitute  the  larger 
part  of  her  exportatious.  Opium  within  the  space  of  a  few 
years  fell  twenty-four  per  cent.,  wool  fifteen  percent.,  and 
raisins  eight  per  cent.' 

The  crisis  in  the  United  States  attracted  the  most  atten- 
tion, because  of  the  magnitude  of  their  commercial  interests 
and  of  the  investments  of  foreign  capital  tn  their  railways, 
breweries,  cattle  ranges  and  public  securities.  Poreign  in- 
vestments in  the  United  States  would  ha\-e  required  large 
payments  to  Europe  prior  to  1893  if  American  enterprises 
had  not  proved  up  to  that  tjn«  so  attractive  that  the  interest 
upon  them  was  constantly  reinvested.  The  result,  accord- 
ing to  the  acute  observation  of  SC.  Arthur  Raffalovich,  was 

>  Serme  des  Bangtuj,  }aa.,  1694,  XIII.,  15. 
«  Rfvtudts  Hangitis,  Aug.,  1894,  XllL,  l6«^ 
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that ' '  tb«  true  iDdebteUness  of  the  United.  States  abroad  had 
Ixreu  comideiely  hidden  by  the  influx  of  foreign  capital. 
What  the  nation  had  to  pay  in  interest  on  railway  and 
mtmidpal  obligations  and  industrial  investments  had  never 
been  felt  as  a  charge  ttpon  commerce,  in  conse<ltt(^nce  of  the 
conipeiisatioii  which  resulted  from  the  unintemipted  entry 
of  capital  placed  by  Europe."*  The  withdrawal  of  tliia 
capital, — even  the  mere  suspaision  of  the  process  of  rein- 
vesting it,— meant  hca\'y  payments  in  gold  or  merchandise 
to  Europe,  without  compensation  in  returning  gold  or  goods. 
The  annual  ixiymenls  required  to  Europe,  outside  those  com- 
pensated by  American  exports,  vrcTC estimated  by  Mr.  Hcidlc- 
bach,a  KewYork  banker,  at  $350,000,000,  and  the  priocipal 
of  the  debt  upon  which  rntenst  was  due  was  computed  at  not 
less  than  two  biilioiis  of  dollars.*  The  withdrawal  of  a  lar^e 
portion  of  this  productive  loan  was  the  price  which  the  United 
States  were  called  upon  to  pay  for  political  manoeuxTCS  which 
aruu^d  the  fear  that  they  would  abandon  the  gold  standard 
and  lonke  sih'er  the  basis  of  their  monetary  ^-stem.* 


■  Lf  Manhi  Finaneifren  jS^^tS^,  ^5. 

*  Tbcae  figures  wcrv  lafseljr  iiumc  eUituolM  until  a  c«rHbl  compo' 
tntion  w«8  m*i\v  in  \\k  Journal  of  Cotmntctre  and  Ormmmial  liulle- 
iitt,  July  S,  1695,  baMil  upon  inquiries  among  brokers,  •teansliip 
«R«iils,  and  othcn  pa<»cssing  actual  knowlmlgc.  Tbis  inv«stif!ation 
mode  Lbe  total  nnniul  loil^blednMS  to  Kurope,  exclusive  of  merduii* 
disc  mavcmcuts  hi  either  direclioo,  5t75,4T5.w»  and  the  credits  on 
lbe  other  liile  ^39.750^000;  leaving  a  net  indebtedneaa  l>j  tbe  United 
States  off  145,7)5,000.  Tbe  leading  debtor  item  waa  190^000^000  on 
iaveatmeat  acconnl,  'which  would  rcpreteni  a  capital  of  at  least  fa.* 
50o,o(xxooa  Tbe  creditor  itetns  lucluded  f  14,000.000  lirongbl  t»y  im- 
miKTant*,  114,850,000  Tot  oatld^ *  of  foreiicn  vgmcIi  in  Anicrican  porta, 
and  ^1,900^000  for  oulwdtd  catuiaga  of  American  TcaBcU.  Tticw  (ik- 
urea  lalce  no  accoun  t  of  tbc  portion  of  tb«  anntul  debt  wbicb  nay  tw 
aetUcd  by  new  Kcurities. 

■  Tliia  teudencv  to  tbe  wtthdrami  of  foreign  capita]  was  obaenrd  to 
some  extent  after  tbe  fNuMaf^e  of  tbe  Bland  bill  and  tbe  Senate  mt^ 
lutino  offered  by  Senator  Mattttews  of  Oblo,  that  the  obligaliona  of 
Tbe  t'niieil  Sinic*  were  knaJIy  [wyabl*  is  rilvrr.  Vidr  Londom  HtomO' 
miH,  Septcin)>er  38,  tS7ft;  Leroy-Deaulieu,  U.,  339.  Tbe  temleocy 
only  Ixcanie  macknl,  lioncrcr,  aAcr  the  poiaaKc  of  tbc  ta«r  of  18901 
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^B            A  combiaadon  of  influences  worked  together  to  Induce  an               ^^H 
^m         uiiliealtliy  coitditiori  of  industry  and  finance  and  to  bring                 ^^^| 
H         about  the  collapse  of  1893.     The  passage  of  the  Sherman                  ^^| 
^1         fdK'er  law  of  1&90  was  not  the  absolutely  unique  came  uf                 ^^^M 
^m         the  crasli  of  three  years  later,  but  it  coutributed  powerfully                 ^^^| 
^M         to  that  rcMilt,  indirectly  H'*)  ^vdl  as  diicctly.     The  withdrawal                 ^^^| 
H        of  gold  from  the  United  States  Treosur)-  pursued  an  almudt                ^^H 
H         uninternipted  course  from  the  moment  of  the  enactment  of                 ^^H 
^M         the  Shennai)  silver  law  until  the  otitbrenk  of  the  panic.     The                 ^^^| 
^M         following  tabic,  brought  down  for  coin%uience  to  a  more  re-                 ^^^| 
H        cent  date,  will  sliow  the  pr<^Te»»  of  this  depletion  of  the               ^^H 
H        gold  reserve :                                                                                         ^^H 

^M                    nna. 

TOTAL  (Un.»  ■)• 
VWtMKKr. 

IK  GMCVlATWtl. 

nmt  cou  ivmivB.                        ^^^^| 

^M           TeUntTf  sS,  1U9 
^m           Jutie  30,  tSdv 
^1            iMtnibcr  31.  I&S9 
H          Jut)«  30.  i^ 
^H            December  31,  1S90 
^1           June  90.  1S91 
^B            December  31.  1591 
■            Tunc  30,  1B93 
^M            De«cinl<cr  31,  1S9S 
^^^_    June  30. 1&93 
^^^H     Thicembcr  31.  1S93 
^^B    Jun«  3.).  1S94 
^           December  31.  1594 
^M           Juae  30.  Ift^S 
^M           t>«cember  31.  1S9S 
^M            Match  16,  1^ 

♦3*6,456,697 

303. 504.  Jl  9 

ji3,Bt5..>4i 
J»i,Mj,434 
993.030,314, 
»;S.fiS.i« 
»75,ej6,7so 

»5S. 577.705 
235,359.801 
tB«.455.453 

» 58.303.779 
'31.317.434 
i»-6o6.3S4 

>  55,893.93 1 
1r3.198.70r 
17  ".356.96s 

♦i30i«ro,7i7 
116.792,759 
199,985.889 
l3l.)9o.oi9 

I44.<H7.379 
i30i,6jo.399 
l.|S.io(),]i9 
i4i.*35.330 
117.093. 139 
99.970.019 

77.+1 3,179 
66..H*.*>9 
S3- J*"  .909 

4S.3S1.569 
■t9.9a6.439 
43-4»6.«»9 

♦196.345.980                            ^^H 
lS6,7li,s6o                            ^^^M 

190.833,053                     ^^H 
■90.331.405                   ^^H 
149.973.93s               _^^H 
1t7.607.713            i^^^^H 

i30,74O.«3i                   ^^^^1 
114.343.367                   ^^^H 
121.2(16,663                 ^^^^^H 

9s.4S3.4t]             ^^^^H 

&o.89i,6oo                      ^^^H 

64.873.035                ^^M 

16,344.445                         ^^M 

49.845.  S07                 ^^H 

H            Gold  exports  began  iu  large  volume  the  month  the  Sher-               ^^H 
^M          man  law  wa.4  approveil  and  reached  a  totnl  in  The  fi»ail  year                  ^^^| 
H          1891  of  $86,362,654  :  iu  1S93  of  95(^,195.537  ;  and  in  1893                 ^^M 
H          of  $103,680,844.     Tlicrc  were  imports  during  the  months  in                 ^^H 
^^         which  the  American  crops  were  marketed,  but  the  three                 ^^^| 
^^H   years  contribute^!  nn  except  of  exports  of  $68,130,087  ia                 ^^H 
^^V    1891.  S495.S73  iu  1897.  and  987.506.465  in  1893.    The  theory                ^^H 
^M         of  Gresham's  law.  that  the  departure  of  gold  denotes  the               ^^H 
^^^L    presence  of  a  poorer  currency  behind  the  gold,  expelling  it                 ^^H 
^^^K  &om  the  country,  was  vcnfied  by  the  manner  in  which  the                 ^^^| 
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gold  tvent  out  as  t1ie  new  TrMsury  oMea  were  pumped  into 
tbc  circulation  at  the  rate  of  $4,500,000  per  month.  The 
Treasuiy  uotcs  issued  uudes  tlie  Shcrmnu  law  up  to  June  30, 
1*93.  were  $147,190,227;  the  net  gold  exports  from  the 
United  States  from  June  30,  1S90,  to  June  y>,  1893,  were 
$156,132,423;  and  the  reduction  of  the  aggregate  gold  in 
the  Treasttry  during  the  same  period  wa»  $133,156,991. 
Other  causes  than  the  mere  addition  of  the  notes  to  the  ctr- 
ctilnting  medium  doiiblleiH  conirihiited  to  the  expulsion  of 
gold,  but  the  coincideuce  of  these  three  items,— tbc  loss  of 
gold  by  the  Treasury,  its  export  from  the  United  States,  and 
tlie  is-sue-t  of  notes, — is  at  least  striking. 

From  tbc  moment  that  tlic  ShL-rman  law  was  enacte<t,  the 
Trcasuf}-  of  the  United  States  was  under  the  ueceasity  of 
constant  expedients  to  keep  it»  gold  and  rcplcnisli  it  when  it 
vas  lost.  The  govcnimeut  availed  itself  of  every  opportu- 
nity to  obtain  gold  in  exchanges  when  there  was  a  demand 
for  small  notes  by  oficring  greater  conveniences  to  those  who 
tendered  gold  in  exchange  for  paper  than  to  ihoM  who  ten- 
dered other  forms  of  currcncj*.  Appeals  to  the  generosity 
and  pntriotism  of  the  national  banks,  which  still  held  a  con- 
siderable reserve  of  gold,  were  frequently  made  dmHng  the 
autumn  of  1892  and  the  early  months  of  1893.  New  appeals 
of  this  sort  were  made  under  the  administration  of  President 
CIe%'eland  and  the  gold  reserve  was  increased  from  $90, 723,- 
958  on  June  10,  1893,  to  $97,336,677  on  July  loih.  by  tlie 
cflbrts  of  a  banking  combination  in  New  York,  and  by  lead- 
ing bankers  of  Boston,  Baltimore,  Chicago,  and  Philadel- 
phia. 

These  devices  were  unavailing  to  permanently  arrest  the 
combined  effects  of  the  infuaon  of  paper  into  the  currency 
and  the  period  of  speculation  and  large  inii>orts  of  foreign 
merchandise  which  had  set  io.  Funds  were  raised  for  u-ork- 
ing  alleged  tin-mines  in  South  Dakota  ;  vast  tracts  of  huid 
were  purchased  in  Florida  to  be  unloaded  as  sugar  lands 
upon  foreign  investors  under  the  guarantee  of  the  govern- 
ment tionnty  upon  sugar  ;  and  new  towns  sprang  up  all  ot'er 
the  South,  dowered  iu  the  imagination  of  their  projectors 
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with  iDfinite  possibilities  of  mineral  wealth  aud  manufactur- 
ing tleveloptneut,  but  wliicli  [iraved  in  fact  little  more  tlian 
bottomless  pits  for  the  millions  of  nonheni  CAi»tal  ^p«nt  in 
Uxnng  them  out.  It  wak  the  same  with  suburban  imiirovc- 
meiit*  in  the  udghbothood  of  the  great  cities  as  with  the 
'■  boom  "  towns  of  tlic  South.  Millions  wercsunk  in  improve- 
ments, in  advance  of  actual  demand,  upon  prupecty  for 
which  no  purchasers  couid  be  found  wh«i  people  began  to 
ask  themselves  «'liat  was  the  basis  of  reality  l^eiieath  inflated 
and  fictitious  vaUies.  Railrreid  building  was  not  so  marked 
a  feature  of  the  years  preceding  the  panic  of  i  S93  as  of  carher 
panics,  butthcrewasagreatdcmandforcapital  forequip]Mog 
street  railways  with  new  power  and  the  railways,  as  usual, 
were  among  the  Grst  to  feel  the  cfiecls  of  slakening  indostr)'. ' 
The  conviction  that  the  country  was  upon  the  high  road  of 
prosperity  led  to  extravagant  expenditure  by  individuals, 
corporations,  municipeilities,  and  tlie  Federal  government. 
Foreign  gooda  pounxl  into  the  countr>-  at  au  accelerating 
velocity  tiiitil  the  volume  of  imports  rose  from  $745,(31,652 
in  1889  to  $866,400,933  in  1S93.  The  scarcity  of  the  crops 
in  Earope  i»  1S91  caused  a  great  demand  upon  the  Vnited 
States  to  supply  the  deficieJic>',  and  American  exports  of 
$1,015,732,011  in  the  fiscal  year  ending  June  30,  1S92.  offset 
ina  measure  the  stream  of  imports,  arrested  the  loss  of  gold, 
an<t  delayed  the  crisis  wlitch  might  otliem'tse  have  sooner 
fdtoweci  the  operation  of  the  Sherman  law. 

The  relief  which  the  farmers  w«c  tlius  enabled  to  bring 
to  the  fiscal  situatiou  of  tlie  country  was  but  temporaT>-. 
Europe  was  just  recovering  from  a  cri^s  and  a  part  of  the 


'  A  Ilit  oT  ilirvWili  paiil  in  1A93  wliirh  had  cc**ct1  to  lie  jmuI  in 
1S95  showed  n  total  of  ^1,710,000  per  year.  Capitsliziof;  thi«  M  fife 
per  ccuLandnultin;;*!)  addition  for  smnllcrconccnutnot  tnclnded  in 
the  list.  "  the  had  inTestnieata  of  the  public,  within  ibree  yean,  came 
fttlly  up  to  $1,500^000,000  and  are  likely  to  excec^I  it." — "  Mntthevr 
Matsball  '*  in  jVmc  York  Sun,  July  1,  iS^j.  This  list  Included  no 
lowesoa  rrsl  ntUc  invMiinptiu  and  noaa  in  indiutrial  enterpnoes, 
except  a  few  of  the  laJK^Bt'  vrboscsborea  were  theaabjcct  of  IradiaiC 
ou  tile  New  York  Stock  Exchsuifc. 
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paymciit  for  tlic  crops  of  1891  was  made  by  the  return  of 
American  securities  instead  of  the  shipment  of  gold,  Amer- 
ican exports  of  mercbandiiie  fell  in  the  fiscal  year  i  S93  to 
$831,030,785  and  the  balance  of  trade  against  the  Uaited 
Stales  for  tbc six  monthscuding  June  301  1 893,  was  S6S.S00.- 
03I.  The  national  banks  of  the  Knst,  wonied  by  the  Euro- 
pean cciiiis,  began  to  scan  their  loans  and  slniigthen  their 
gold  holdings.'  Tbe  failures  reported  by  Bradstrect's  Com- 
mercial Agency  in  April,  1S9.1,  were  903,  as  compared  with 
703  in  the  same  mouth  of  1892,  aud  the  number  increased 
10  9&9  in  May  a&  compoied  with  680  in  May  of  Oie  year 
before.  The  panic  did  not  become  acute,  however,  until  the 
middle  of  May.  The  Chemical  National  Bank  of  Cbicago. 
trith  a  capita]  of  $1,000,000,  dosed  its  doors  oa  May  9t1i, 
nnd  W.1S  followed  two  days  later  by  the  Columbia  National 
Bank  of  Chicago,  witb  a  capital  of  an  eqnal  »uni.  These 
suspensions,  accompanied  by  the  collapse  of  private  aud 
State  banks  aud  busiQc:is  firms  aud  corporations,  paralyzed 
credit  and  brought  tbe  country-  to  the  verge  of  a  crisis. 

Upon  these  condiliuus  of  unstable  equilibriiuu  came  the 
sliock  of  tbe  suspeusiou  of  silver  coinage  in  British  India. 
There,  as  in  other  silver  using  countries,  the  fall  in  the  gold 
price  of  silver  bad  brought  changes  in  values  and  difficulties 
of  administmtton  oud  exchange.  The  United  Stales  bad 
been  m.iking  efforts  for  seventeen  years  to  avert  the  effects 
of  the  depreciation  of  silver  by  means  of  an  intemalionat 
bimetallic  union.  Congress  by  a  joint  resolution  of  August 
15,  1876,  appointed  a  joint  committee  of  eigbt  nicinbers, 
known  as  the  "Silver  Commission,"  which  submitted  an 
elaborate  report  on  March  3,  1877.  Tbe  majority  of  this 
oouiiuiasioti  reported  In  fiivor  of  "the  restoratiou  of  tlie 


■Tli«irgold  boldinfp  Jncr«tMd$»,o<)a,ooa(lnrin}t  tlieynr  ending 
Scptemtirr  30, 189a,  wliicb,  ufsComptJollcTlIcptiurD.  "conplcilwiib 
tbe  known  fhetlluit  many  State banlcs  and  tnnteotupanin  have  olto 
fortified  thcOMrlrc*  with* gold reHcrT«dimngtl)eytAr,>boKS that  llic 
frar  ttuit  wc  wcTr  driftia)):  towards  ■  silrcr  basb  was  Dot  confined  to 
foreignnK."  Tliu  ia  dat«d  December  3,  189a,  r)«  nooitu  before  tb« 
emu. 
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double  sUildard  and  the  unrestricted  coinage  of  both  tnet- 
aJs.'"  Tlie  other  three  members  did  iiot  favor  free  coinage 
by  the  United  States  without  the  concunence  of  other 
nations.  The  United  Slau-s  ti>ok  llie  initiative  iu  proposing 
an  interuatioual  conference,  which  met  in  Paris  ou  August 
10,  1878,  and  the  American  delegates  proposed  nn  interna- 
tional ftgreenieut  for  the  equal  coinage  of  both  metals.  The 
nrnjority  of  the  delegates  of  llic  Htiropcan  states  presented 
resolutions  declaring  "  that  the  question  of  the  reritriction 
of  the  coinage  of  silver  should  equally  be  left  to  the  discre- 
tion of  each  state  or  group  of  states,"  and  that  the  differ- 
ences of  opinion  which  had  developed  "exclndelhcdiscus,sion 
of  the  adoption  of  a  common  ratio  between  the  t'wo  metals."  * 
The.  Aiaericaa  delegates — Mr.  R.  E.  Kenton,  Mr.  W.  S. 
Groe?ibeck.  General  Francis  A.  \Valker,  and  their  secretary, 
Mr.  S,  Dana  nortoii, — filed  a  protest  agniiist  this  decision. 
A  second  attempt  to  secure  a  bimetallic  union  was  made 
in  the  summer  of  i85i  by  the  concurrent  invitations  of  the 
American  and  French  governments.  Senator  Maguin,  the 
French  Mini;iter  of  Finance,  presided  at  the  opening  of  the 
conference  and  indicated  a  part  of  the  reasons  for  its  meet- 
ing by  stating  that  the  resolutions  adopted  by  the  majority 
of  the  Kuropenn  delegates  in  1878  were  adopted  wlien  the 
Dutch  delegates  were  nut  present,  the  Italian  delegates  refused 
to  be  parties  and  the  approval  by  other  delegates  was  given 
only  under  rcsen-atious.  The  American  and  French  dele- 
gates, through  Mr.  Evarts,  lately  Secretary  of  Stale  of  the 
United  States,  again  urged  the  foruiatian  of  a  bimetallic 
agTvemcut.  and  the  delegates  of  tlic  Huropean  states  voted 
"  that  there  is  ground  for  believing  that  an  understanding 
may  he  established  between  the  states  which  have  taken 
part  in  the  conference  :  but  that  it  is  expedient  to  suspend 
its  meetings."     Upon  thcirpropositioo,  therefore,  auadjoum- 


■  Reports  of  tbe  Silver  CommissJMi  of  tS76,  Sen,  Rep.  703,  44m 
Conij.,  21).  Scss.,  136. 

*  Interaatioual  Monetuy  Conferrence  held  In  Purls,  in  Augtat,  187!^ 
Ken.  Ex.  I>oc58.  45th  Cong.,  ^  S«*».,i63. 
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mcnt  was  taken  until  April  is,  tSSs,  but  the  conference  was 
never  reassembled.' 

The  last  attempt  to  secure  a  bimetallic  agreement  was 
made  at  the  suggestion  of  the  United  States  in  1S93,  but  the 
invitations  were  limited  to  the  puipose  of  securing  a  larger 
use  for  silver.  The  British  goiremment  was  unwilling  to 
enter  a  conference  with  the  declared  purpo%  of  restoring  the 
free  coinage  of  both  gold  and  stiver  and  the  form  of  the  in- 
vitationti  was  adapted  by  the  United  States  to  their  position, 
in  order  to  secure  Ihelr  participation  in  the  coufereoce.  Tbfr 
delegates  of  the  United  States  were  Senator  Allison  of  Iowa. 
SenatfH'  Jones  of  Nevada.  Reprtscutalivt;  McCrcary  of  Ken- 
lucky,  Mr.  Hcnr)' W.  Cannon  of  New  York,  formerly  Cotnp- 
tToUeroC  the  Currenej',  and  Professor  E-  Benjamin  Andrews, 
President  of  Brown  Univctsit>*  of  Providence,  Rhode  Island. 
Mr.  Terrell,  the  United  States  Minisier  at  Brussels,  also  took 
part  in  the  conference  and  Mr.  Edward  O.  Leech,  the  Di- 
rector of  the  Mint,  was  an  advisory  delegate.  Several 
propositions  for  the  purchaM  and  coinage  of  silver  oo  gov* 
ernnient  account  in  limited  quantities  ivcrc  submitted  to  the 
conference,  but  it  was  again  found  that  an  agreement  could 
not  be  reached  and  an  adjournment  was  taken  on  December 
17,  189a,  until  May  30,  1S93.  The  German  delegates  were 
unwilling  to  bind  their  go\-cmmcnt  to  the  policy  of  a  second 
meetiog,'  and  the  events  of  the  winter  were  so  little  favor- 
able to  bimetallism  that  President  Cleveland  did  not  feel 
ju<stified  in  seeking  a  reassembling  of  the  conference. 

These  several  cfiVirts  to  restore  bimetallic  coinage  hardly 
arrested  fur  a  moment  the  downward  course  of  sih-er,  and 
the  government  of  British  India  felt  that  they  could  no 
longer  awntt  the  dJKtnnt  pcMsibililics  of  interna tiotial  oAion. 
Tlic  fall  in  the  price  of  wlver  caused  conaianily  increasing- 
difficulties,  because  of  the  heavy  interest  charges  payable  in 
London  sod  the  diminishing  value  of  the  proceeds  of  toxa- 


'PraoecdioKs  of  the  lotcrDaliooal  Uooctarr  Coafcrciice  held  in 
r»ri»in  1881  ;  W«»hliijtion.  iftt;;  506. 

'InteniBtional  Monelary  ConrcrcDce.  ticli)  >1  BniMcla  under  lb« 
Act  «f  AaKoit  s<  189a.— Sen.  Ex.  Doc  8«,  370. 
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tion  when  measured  in  gold.  It  was  not  merely  a  difficulty 
wliich  weighed  upon  the  local  admin istra tion,  but  it  affected 
eveo'  Britisli  officer  in  India  who  received  his  pay  in  silver 
rupees,  oiiginally  worth  aliout  furly-cight  cenb,  but  which 
bnd  been  steadily  declining  in  gold  value.  A  remittance  by 
bills  of  exchange  on  London  to  family  or  creditors  at  home 
meant  s  shrinkage  of  nearly  Gfty  per  cent,  in  the  iioniiiia! 
value  of  the  money  received  in  India.  These  troubles  led  to 
the  appointment  of  a  special  comtuitteeof  able  finaociers  by 
the  Secretary  of  State  for  India  on  October  21,  1892,  who 
submitted  their  report  on  May  31,  1893. 

Rumors  of  the  character  of  the  report  of  the  Indian  Cur> 
reucy  Committee  begau  to  circulate  in  Loudon  early  in  June, 
but  their  proposals  still  lacked  the  sanction  of  executive 
action.  It  was  not  until  June  26,  1893,  that  it  was  ofliciaily 
announced  tlmt  the  Legislative  Council  of  India  had  ordered, 
with  the  approval  of  the  home  govcnimcut,  tiie  closing  of  the 
mints  to  the  free  coinage  of  silver  on  account  of  individunU. 
It  ^vas  proposed  at  the  same  lime  to  fix  tlie  exchange  value  of 
tlie  rupee  at  one  shilling,  fourpence,  or  the  equivalent  of  about 
thirty-two  ccnt»  in  United  States  money.  Such  a  policy  had 
been  recommended  by  the  Committee  and  was  supported  by 
the  experience  of  Holland  and  Austria- Hun gar>-,  which  had 
been  able  by  suspending  the  free  coinage  of  silver  to  float  a 
large  mass  of  silver  and  paper  currency  far  above  the  bullion 
value  of  the  silver  and  not  far  below  parity  in  gold.'  The 
net  imports  of  siU'er  into  India  for  tbe  nineteen  Bnglish 
official  years  ending  March  31,  1893.  were  $704,040,907.  or 
an  amiual  average  of  537,054,784,  which  had  been  much 
exceeded  during  the  last  eight  years  of  the  period.  The 
market  for  nearly  one-third  of  the  annual  productiou  of  the 
siU'cr  mines  of  the  world  was  thus  closed  by  tbe  stroke  of  a 
pea  in  Downing  Street. 

The  news  of  the  action  of  the  British  govemmcut  caused 
a  profound  seusntion  in  the  United  States  and  increased  the 
tendency  to  uureaitoiiing  panic.    Secretary*  Carlisle  had  at- 


'  Report  «riB^Ui  Cnrreacy  CommiLtce,  Sec.  93-98. 
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ready,  on  June  23d,  authorized  the  anticipation  of  the  July 
interest  on  the  four  per  cent,  bonds  and  the  Pacific  Rjiilruad 
six  per  cent,  bonds,  with  a  view  to  briugiiig  the  slctidcr 
resoarces  of  the  Treasun-  to  the  relief  of  the  growlnj;  string- 
ency in  ihe  money  market.  The  Treasury  was  practically 
exhausted  by  ihe  enornions  purchases  of  bonds  at  a  pre- 
mium in  the  autumn  nf  1890  and  by  the  abolition  of  the  dttty 
on  sugar  by  the  tariff  act  of  that  year,  and  the  gold  reserve 
W.15  already  below  $100,000^000.  The  price  of  silver,  wlrich 
was  3G  pence  per  ounce  in  Loridon  and  78  cents  in  New 
York  on  June  36th,  tumbled  to  y>'/i  pence  in  I^ndon  and 
65  to  67  cents  in  ^ew  Yorlc  on  June  3otb.  The  value  of  the 
bullion  holdings  of  the  govenimeui  shrivelled  by  this  change 
in  four  days  by  about  $37,000,000,  and  it  wa.s  evident  that 
the  United  States  could  no  louder  aBuid  to  carry  alone  the 
burden  of  sustaining  the  price  of  silver. 

President  Cleveland  made  an  eaniesl  effort  to  secure  the 
repeal  of  the  Sherman  law  during  the  short  se<ainn  of  the 
Fifty-secoiid  Congress,  before  taking  ofiice,  ns  he  had  done 
in  iS8s  to  secure  the  repeal  of  the  Bland  SiU*er  Act,  then 
in  force.  The  Hotise  Committee  on  C'linage  in  the  Fifty- 
itecond  Congress  had  been  coaiitiluted  by  SiK-akcr  Crisp  v\x.\x 
a  majority  in  favor  of  free  coinage  and  of  continuing  in  Curcc 
existing  laws  requiring  Treasury  purchases  of  silver.  It 
WHS  necessary,  therefore,  in  order  to  bring  before  the  Mouse 
any  measure  repealing  the  Sherman  law,  to  have  it  reported 
from  another coinmittcc.  Representilivc  Andrcwof  Boston 
was  one  of  the  6rst  to  diMX>ver  a  way  of  doing  thia.  He 
introduced,  on  December  12,  1S92,  a  bill  amending  the  na- 
tional banking  law,  but  containing  a  proviuoa  repealing  the 
Hilvcr  purchaMng  clause  of  the  Act  of  1S90U  This  bill  was 
rcfcrrcil  under  the  rults  to  the  C'lmniitlee  on  Bunking  aod 
came  before  the  House  on  Fcbru.ir>-  gth,  by  means  of  a 
Rpectal  order  reported  by  the  Committee  on  Rule*  for  its 
consideration.  The  order  was  not  sati^nctnr^'  in  fann  to 
the  advocate-*  of  rcjicaling  the  Act  of  1800,  and  iw  adoption, 
by  a  vote  of  i,<(3  to  143,  constituted  their  virtual  delcat.  Tlw 
afBrmative  vote  wns  given  by  108  Pemocrnts  35  RcpaUl* 
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cans,  and  9  PopulistH  and  the  negative  vote  by  105  Democnts 
and  38  Rcimblicniis.  Several  coaifereuces  were  belcl  wilU  a 
view  to  a  further  effort  to  secure  repeal  or  to  secure  a  reduc- 
tion of  silver  purchases,  but  no  plan  wns  framed  which  ^-as 
aooeptable  to  the  Eastern  Republicans,  wlio-se  votes  were 
'necessary  to  luake  a  majority  for  reixal.  President  Cleve- 
land caused  it  to  be  understood,  soon  after  his  inauguration, 
that  he  would  not  stuumoa  Congress  in  extra  session  before 
Septenilicr  unle^is  a  serious  crisis  confronted  tlic  country*. 
The  crisis  was  invoiced  iu  the  latter  days  of  June.  1893,  by 
tile  closing  of  the  Indian  mints  and  the  cficct  upon  the 
American  currency.  A  meeting  of  the  cabinet  was  held  on 
June  30tb,  at  which  the  increasing  imniber  of  suspensions 
by  the  banks  and  the  |>aralysis  of  business  were  fully  di.s~ 
cussed,  mid  it  vras  decided  to  ts»ue  a  proclamation  summon- 
ing Congress  io  extra  session  at  noon  on  the  7th  day  of 
August. 

Tbe  summons  came  none  too  soon  and  did  little  to  stay  the 
progress  of  the  panic.  Banking  inslitulions.  nalional.  State, 
and  private,  were  daily  suspcndinx,  depositors  were  witll- 
drawing  their  cash  from  the  Ixinks,  and  indu.strial  enter- 
prises were  coming  to  a  halt.  Twenty-five  national  banks 
suspended  iu  June, — a  number  never  btfore  exceeded  in  an 
entire  year, — seventy-eight  suspended  in  July,  and  thirty- 
eight  in  August.'  The  collapse  of  private  and  Slate  bank» 
was  even  more  alarming.  An  average  uf  about  seventy  sus- 
pensions per  year  up  to  the  close  of  1892  swcllctl  to  415  dur- 
ing the  first  eight  months  of  1893,  representing  liabilities  of 
897.193.530-  Banks  all  over  the  country  began  to  refuse  to 
pay  checks  except  in  certified  or  clearing-house  ctiecks,  cur- 
rency went  to  a  premium,  and  many  faciories  were  obliged 
to  shut  down  fur  lock  of  money  to  pay  tbeir  employees. 
Tbe  refusal  to  cash  checks  tu  currenc>-  and  tbe  premium 
uScred  for  it  by  Xew  York  brokers  arrested  depositii  in  the 


'Cigbty-foor  of  the  biuilu  lAennr^  rasamcd  busiacst.  Tlie  capi- 
tal or  stxly^cvcu  uatlooat  bsuks  actually  insolvcut  duiiiig  lliv  year 
ending Oetflb«r  31,  189^,  waB|ii/)^,ooaL 
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banks,  but  brought  much  tliat  was  in  private  hoards  into  the 
market. ' 

Sotuc  conception  of  tlic  reductiou  in  exchanges  caused  by 
tfae  panic  may  be  gathered  from  the  shrinkage  of  the  trau> 
saclions  of  tbe  Kew  York  Clearing  Hoase  from  1134,431,380,-, 
870  for  the  year  ending  October  i,  1895,  to  $24,230. 145.368 
for  the  year  ending  October  i.  1894.  The  comporiaon  for 
the  prosperous  month  of  October,  1892,  with  the  samv  moiilfa . 
of  1893,  showed  a  shrinkage  in  the  clearing  IrnnMictions  of ' 
the  leading  cities  erf"  Jhe  United  States  from  $5,501,901,592 
to  $4,043,510,662.  The  clearings  throughout  the  leading 
cities  of  the  couutr^-  shon-ed  a  shrinkage  from  558,880,682,- 
455  for  the  j-ear  taiding  September  30,  1S93,  which  included 
a  part  of  the  period  of  panic,  to  $45,017,960,736  fot  the  year 
ending  September  30.  1894.  The  failures  througboat  the 
couiitr>'  increased  from  10,370.  with  liabiliiies  of  $108,500,- 
000,  iu  1S92,  to  15,560,  with  liabiUticsof  ^402,400,000,  ta 
1894. 

The  shrinkage  in  money  values  was  a.s  marked  as  in  the 
volume  of  exchanges.  Securities  which  had  beca  ouusidcrcd 
the  safest  ceased  to  pay  dividends  and  fell  rapidly  iu  \*altte 
ill  the  handsof  the  holders.  The  Erie,  the  Philadelphia  and  , 
Reading,  the  Atchison.  Topcka  and  Santa  Fc,  and  the  UuioQ' 
I'aciRc  were  among  the  great  railway  systems,  representing 
hundreds  of  millions  of  obligations,  which  passed  into  the 
hands  of  recei\-ers.  Railway  earnings  fell  $147,390,077  dur- 
ing the  year  ending  June  30,  lit^  as  compared  mth  ttte 
previous  year,  or  ia.07  jier  cent,  of  the  gross  earnings. 
Hundreds  of  millions  of  invested  capital  thus  oeAscd  to  be 
prodnctivc,  and  those  who  had  fiuicicd  ihemsdves  in  ibe 


'ThesnrprisUiK  tbing  olwul  this  Kupension  of  noh  paymnits  by 
•oineof  tbc  bonks  wMihat  liillc  ptihliccanipluntvu  mole  ■tiout  IL 
The  btMiiicta  public  seemed  to  recognixe  it  M  a  nccMmry  coaditloB 
of  the  paalc,  ^Uumgli  it  »  dcoibUal  ifit  vem*  necessary.  Some  oflbc 
bankx  coDlitincd  to  meet  all  deinaods  for  cnimicy  ui<I  nmtlj-  ull  ymiA 
MDall  cbKka.  It  was  ottlmnied  tlul  |is,0(x>,ooo  in  rnrmirr  ua»t<k1d 
Ui  New  Vutk  iluring  tbc  crisis.— Alex.  Xi.  Ku)-eft,  I\tliiiiai  Seitrntt 
QnaHfHy,  I.X.,  19. 
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possession  of  an  assured  income  from  tbcir  stock  holdings 
found  tlicir  wealth  turned  to  a-slics  iii  tlicir  hands.  A  crasli 
in  indmtrial  stocks  took  place  on  May  5, 1893.  but  July  a6tli 
was  one  of  the  panic  dnys  on  the  stock  exchanges.  Rates 
for  money  in  New  York,  which  were  normal  iu  the  moniiug, 
rose  to  75  per  cent,  per  annum  before  tlic  close  of  bu^ncs^. 
The  scarcity  of  money  forced  holders  of  securities  to  unload. 
Atchison  general  fours  dropped  from  71  to  66  ;  New  York, 
Lake  Erie,  and  Western  seconds  fell  from  59  (o  53  ;  Chicago 
gas  went  down  from  50  to  43K  :  st^d  General  Electric 
slumped  from  47)4  t0  4o>4.  The  eatcitemeul  in  New  York 
was  so  intense  that  it  was  proposed  to  dose  the  Slock  Ex- 
change, but  the  propa-iition  was  rejected  by  the  governors 
at  their  meeting  the  next  day.  An  appeal  was  made  to  the 
foreign  excliange  hou.<)CS  for  help  and  $10,000,000  in  gold 
was  engaged  in  I^ndon  while  exchange  was  quoted  above 
the  exporting  point. 

The  heavy  demands  upon  the  national  banks  and  tlie  re- 
duction  of  their  coin  and  currency  threatened  early  in  the 
panic  to  cany  their  ouh  reseives  below  the  limit  required 
by  law  in  the  reserve  cities.  The  reserves  of  the  New  York 
banks  were  close  to  the  limit  early  in  July  and  fell  on 
August  5,  $14,017,800  below  it.  The  natural  remedy  for 
the  scarcity  of  cunency  was  the  successful  expedient  of 
otlier  years  of  panic, — the  issue  of  clearing-house  certifi- 
cates. The  txTsX  issues  was  made  in  Philadelphia  on  June 
i6th.  but  the  New  York  banks  promptly  followed  on  June 
2ist,  and  those  of  Boston  and  Baltimore  six  da>-s  later. 
The  largest  amotuit  outstanding  at  ouc  time  in  New  York 
was  $^,3So,ooo,  from  August  29th  to  September  6th;  in 
Fliiladelphia,  (10,965,000,  on  August  tstb ;  in  Boston, 
$lt<445iOOO,  fitom  August  33d  to  September  1st ;  and  in 
Baltimore,  $1,475,000  from  August  34th  to  September  gth. 
These  issues,  amcmnring  with  $987,000  at  Pittsburg,  to 
$63,152,000,  are  the  only  ones  reported  by  the  Comptroller 
of  the  Currenc)*,  but  they  only  served  as  a  Icssou  to  the 
clearing  houses  of  the  countT>-.  Some  form  of  certificate  of 
this  character  was  issued  in  nearly  every  considerable  city 
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and  served  to  greatly  relieve  the  straia  upon  the  ordinary 
ciroulation, 

A  more  striking  indication  of  the  readiness  of  American 
baakcrs  and  business  men  to  respond  to  the  nccessiLies  of 
the  moment  was  the  issue  of  emergency  paper  for  gcocral 
circulation.  The  clearing-bouse  certificates  were  employed 
only  between  the  banks.  The  law  imposing  a  ten  per  cent. 
tax  upon  the  uotes  of  State  and  private  banks  was  supposed 
to  stand  across  the  path  of  any  issues  for  general  circulattou, 
but  tlie  law  received  little  attention  when  the  nUiolute 
necessity  of  a  drcnlating  medium  forced  itself  upon  the 
country.  Certificates  and  ceiti6etl  checks  were  issued  in 
scores  of  communiti(.-s  where  currency  could  not  be  had. 
Tliey  were  usually  guaranteed  by  the  niutociated  books 
where  iliere  were  such  banks  ;  they  were  issued  by  a  single 
bank  in  even  amounts  where  concerted  action  could  not  be 
obtained  ;  and  they  wcir  issued  by  railway  companies  and 
manafacturers  where  arrangements  could  not  be  made  with 
the  banks.  In  a  few  cases  they  were  i-ssued  with  the  guar- 
antee of  the  local  authorities  drawn  upon  »omc  public  fund. 
These  certificates  and  checks  proved  ver>-  useful  where  cur- 
rency was  in  demand  for  pay-roIU.  were  treated  as  cash  by 
banks  and  merchants,  and  were  promptly  redeemed  when 
the  panic  was  over. ' 

The  fioancial  crisis  of  1893  was  a  striking  illustration  of 
the  truth  that  bank-note  circulation  plays  but  a  trifling  part, 
or  none,  in  promoting  crises.     The  nationol  banks  had  been 


*  Representative  Jobn  DcWitt  Waracr  of  New  York,  commcating 
upon  tlw  relatioiu  of  Uietic!  IxMm  to  tbe  Ira  per  ceuL  tax  Uw.  di^ 
clored  IbBt  "  In  ttiis  way.  tXin  the  macliincry  so  cMrvfuUy  adjnsted  by 
gorrninicnt  hnd  ulUrrly  flailed  la  work.  Uk  biutneM  rcnaiaoo  Knie 
or  our  people  leodjusted  its  flnoncn  ;  aud  In  every  part  of  the  land 
buMDcMMbutcd  up  Bgaio,  manuUctarc  continued,  tbe  laborer  received 
Itia  bite,  and  tbe  merdiatit  dispowd  of  tib  |{aoda." — Sound  Curremty, 
Vol.  II.,  No.  6,  p.  8.  Tbcscrtiiefxcneri»nnw«reiK>i;nlin'l}-<nBkcd 
at  by  the  Kovemmcntttuit  tbe  coHectiom  UlxIrr  tbe  ten  per  ceol.  tax 
on  banlc  mculatiou  were  reliuned  by  ibe  ConiintH<uoiiei  of  latenial 
Reireuue  for  tbe  yeax  etidliig  June  30, 1H94,  a»  only  two  doUais  ukd 
ivi-cutjr-eix  GcntB, 
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contracting  their  secured  circulation  uiitit  it  stood  on  June  l, 
1893.  at  only  $177,164,355.  They  had  shared  in  the  expan- 
sion of  business,  however,  by  the  increase  in  their  uucibers 
and  iu  their  deposits.  The  number  of  national  banks  fonued 
in  1890  was  307,  with  an  aggregate  capital  of  J36, 250,000. 
The  year  1891  showed  organizattous  of  193  new  banks,  mth 
capita]  of  $20,700,000  ;  1892  shonxd  organizations  of  163 
baukd,  with  capital  of  $15,285,000;  and  1U93  bad  already 
shown  119  new  organizations,  with  cnpital  of  $t  1,230,000, 
before  the  process  of  expansion  was  arrested,  with  the  hank- 
ing  year  only  two'tliirds  complete.  Even  more  remarkable 
was  the  extension  of  banking  on  deposits  instead  of  on  the 
capital  and  surplus  of  the  iKtnks.  Bank  capital  increased 
seventy  per  cent,  from  1870  to  1892,  and  the  number  uf 
banks  more  than  doubled,  but  individu.!!  deposits  were 
multiplied  three  and  one  half  times  and  rose  from  ooe-third 
of  total  liabilities  in  1870  to  more  than  one-half  in  1S93. 

Oik;  of  the  defects  of  the  operation  of  the  national  banking 
law.  revealed  anew  by  the  crisis,  was  the  u.se  made  of  the  pro- 
visions permitting  the  deposit  in  rescr%-e  cities  of  three-6fths 
of  the  cash  reserve  of  the  country  b^nks  and  permitting  the 
reserve  banks  to  pay  tntere?tt  on  such  deposits.  The  national 
banks  of  the  conntiy  on  May  4,  1893,  showed  $174,312.- 
It9  a»  due  from  reserve  agents.  $121,673,794  due  from 
national  l>anks,  and  $33,681,708   due  from  State    l>anks. 

any  banks  throughout  the  West  were  obliged  to  suspend, 
luse  their  reserves  were  not  within  ready  reach.  Out 
of  a  totat  of  one  hundred  and  fift)--eight  national  banks 
which  were  forced  to  suspend  payments  during  the  year 
ending  October  31,  1893,  eighty-six  were  nulhorized  to  re- 
sume business  within  a  short  time,  and  not  one  of  these  was 
east  of  the  Ohio  or  north  of  the  Potomac,  This  is  the  best 
proof  that  these  Western  and  Southern  banks  would  have 
been  able  to  maintain  their  solvency  if  their  cash  reserve 
had  been  in  their  own  custody. '     It  was  also  a  subject  of 


'  TliM  nrinimeat  i>  iotelUgmtl;  worked  onl  tiy  Mr.  Alexander  D, 
Joyti,  "The  Banka  and  tfie  Pinic  ot  1893."  in  P^Uint  Sciewct 
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critidsta  that  the  banks  were  Ebri>idden  to  make  new  loans 
when  their  cash  rcscn'cs  (ell  below  the  fixed  legal  limits. 
The  Comptroller  was  authorized  to  require  a  bank  to  make 
good  its  n:scr\'c,  and  Dailiag  tliis  to  appoint  a  receivi;r.  This 
power  was  used  with  moderation  by  Comptroller  Eckels  and 
the  bank&  of  the  reserve  cities  increased  their  liquid  resources 
l>y  their  issues  of  clearing-house  certiGcates.' 

The  meeting  of  Congrejis  on  August  7lh  found  the  Kastern 
members  of  both  political  parties  so  strongly  impressed  with 
the  serious  condition  of  the  countr)'  that  they  were  prepared 
to  push  the  repeal  of  the  silver  purvha.se  law  by  the  tuost 
drastic  mesBures  and  by  a  tinion  of  forces  without  regard  to 
political  divisions.  The  message  of  President  Cleii-eland, 
transmitted  to  Congress  on  the  day  following  their  mecting^, 
recommended,  "  the  prompt  repeal  of  the  prm-isioos  of  the 
Act  passed  July  14,  1890,  authorizing  tJie  purchase  of  silver 
bullion,  and  that  other  legislative  action  may  put  beyond  all 
duubtor  mistake  the  intention  and  the  abilit>-  of  the  guv-^ni- 
Qicnt  to  ful6I  its  pecuniar>*  obligatioos  in  moiKy  universally- 
recognized  by  all  d^nlized  countries."  An  agreement  was 
Tcsehed  ou  August  lotb,  between  the  supporters  and  oppo- 
nents of  the  President,  that  debate  should  begin  the  next  dajr ; 
and  that  the  vote  on  a  repealing  bill  should  be  taken  on 
August  aSth.  Mr.  WiLion  of  West  Virginia,  the  recogtiized 
leader  of  the  Democratic  majority  of  the  House,  introduoed^ 
a  repealing  bill  early  the  next  morning.  The  sih-er  men. 
in  accordance  with  their  pledges  to  tbtir  opponenl:^  made 
no  attempt  to  interpose  dilatory  tactics  and  the  roll  was  4 
called  OB  the  passage  of  the  bill  on  the  38th  of  August. 

The  votes  given  upon  this  day  showed  the  largest  ma- 
jority against  the  silver  standard  given  for  many  years  in 
the  House  of  Rtprwcntati^'cs.  The  first  vote  was  taken 
upon  a  motion  of  Representative  Bland  or  Missouri,  for  the 
opening  of  the  mints  of  the  United  States  to  the  fre« 

Quarii-Hji,  IX.,  li.    It  b  not  to  be  laferred  tlial  deposits  in  i« 
citlvs  ftlioaM  be  cut  oil  etitlrvly,  bnt  siin|ily  that  they  ■haald  be  ■ 
iac\\  wHbin  ninte  {ini<knt  titttiti. 
'  Repcft  oa  tbe  FiauKci,  18513. 39^ 
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of  silver  al  the  ratio  of  sixteen  to  one.  The  vote  was  125  in 
the  affinuative  and  3s6  in  the  negative, — a.  majority  of  101 
against  the  proposition.  The  intense  interest  taken  in  the 
.issue  and  the  demand  from  the  coiinlT^'  that  even.'  member 
should  be  accounted  for  is  indicated  by  the  size  of  the  vote, 
which  included  e\*ery  living  member  of  the  House  except 
two, — a  sicic  member  from  Kcw  York  who  wa*  paired  in 
favor  of  repeal  with  a  South  CaroUiia  sih'er  member.  The 
next  vote  was  taken  upon  free  cuinage  at  the  ratio  of  seven- 
teen to  oue,  which  wa3  rejected,  101  to  241.  Free  coinage 
at  the  ratio  of  eighteen  to  one  was  rejected,  lo.'t  to  240  ;  free 
cx>inage  at  the  ratio  of  nineteen  to  one  was  rejected,  ick4  to 
238  :  free  coinage  at  the  ratio  of  twenty  to  one  was  rejected. 
122  to  222.  The  next  motion  of  Mr.  Bland's  was  to  revi\'e 
the  Act  of  February  aS,  1878,  requiring  the  monthly  pur- 
chaiie  of  not  less  than  $2,000,000  worth  of  silver  bullion  and 
its  coinage  into  standard  silver  dollars.  The  silver  men 
rallied  their  greatest  strength  upon  this  proposition,  which 
they  represented  as  a  compromi&e,  but  Mr.  Brand's  motion 
was  rqectcd,  136  to  213.  The  roll  was  then  called  upon  the 
repealing  bill  of  Mr.  "Wilson  and  it  was  passed,  239  to  109. — 
a  dear  majorit>'  of  130  \'otca.  The  affirmative  vote  was  cast 
by  138  Democrata  and  101  Republicans  ;  the  negative  vote 
was  cast  by  73  Democrats,  25  Republicans,  and  1 1  Populists 
and  Independents. 

The  indications  of  favorable  action  in  the  Senate,  where 
the  supporters  of  sih-er  were  strongest,  were  greatly  strength- 
ened when  the  Comraittec  on  Finance  voted,  on  August  i8th, 
to  report  a  repealing  bill,  similar  in  its  effects  to  the  bill 
which  was  before  the  House,  but  containing  some  declara- 
tory matter  in  favor  of  maintaining  the  parity  of  gold  and 
silver.  A  careful  canvass,  during  the  progress  of  the  debate, 
revealed  the  con^trrHiou  tu  the  repeal  sidt;  of  enough  admin- 
istration Democrats  and  moderate  Republicans  to  make  a, 
majority  of  eleven  for  repeal.  The  existence  of  this  ma- 
jority  seemed  for  a  time,  however,  to  be  of  little  avail 
against  the  cumbersome  rulfs  of  the  Senate.  The  silver 
Senators,  by  persistent  dilalorj'  tactics,  brought  the  Senate 
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at  least  twice  close  to  the  verge  of  surrender  to  tbtar  wi-Jies. 
The  last  and  most  serious  occaaioo  n-as  after  the  failure  of 
the  attempt  to  tire  out  the  silver  leaders  by  a  nighl  session. 
The  Senate  went  into  continuous  session  on  the  evening  of 
October  I  ith,  but  the  Populist  Senator,  Alli-n  of  Nebniska, 
held  Uic  Qoor  cuntinuoualy  for  fiAceii  hours,  and  the  attempt 
to  maintain  a  quonun  of  repeal  tncmbcrs  broke  do\VD  at  half- 
post  one  o'clock  on  the  morning  of  October  13th.  Senator 
Gorman  of  Maryland,  who  had  never  expressed  any  confi- 
dence of  getting  a  vote  on  repeal,  was  one  of  the  promoters 
of  the  compromise  then  proposed,  and  every  DemocraCic 
Senator  but  four  signed  an  agreement  to  support  it.  The 
Presidtnt  refusetl  to  countenance  compromise  in  a  statement 
giwn  out  on  Sunday  night.  October  22d,  and  the  renewed 
firmness  of  the  friends  of  lepeal  forced  the  silver  men  three 
days  later  to  lay  down  their  arms  and  admit  tlial  they  could 
not  postpone  indefinitely  a  vote  on  the  bill.  The  repeal  bill 
passed  the  Senate  on  October  30th,  by  a  vote  of  43  to  32.  with 
five  pairs ;  two  days  later,  ou  November  lat,  the  Senate 
amendmenu  to  the  form  of  the  Wll  were  concurred  in  by  the 
House,  and  the  bill  was  approved  by  the  President.' 

The  acute  stage  of  the  crisis  was  over  before  the  approval 
of  the  silver  repeal  bill  by  the  President,  but  the  expcvted 
revival  of  aclivitj'  did  not  follow  on  the  heels  of  repuaL 
Confidence  in  American  credit  abroad  bad  been  too  se\*eTely 
shaken  and  the  unfavorable  conditions  crcatetl  by  llit  Sher- 
man law  were  still  felt  with  too  much  force  for  business  to 
resume  at  once  its  wonted  activity.  The  history  of  former 
financial  crises  was  repeated  in  the  accamulation  of  idle 
capital  in  the  bauks  in  the  form  of  deposits,  tlic  swelling  of 
the  cash  reserves,  and  the  reduction  of  commercial  loans. 


'  Thff  writ«  by  a  rather  ronooji  coin  fi dene*,  predicted  in  the 
Jvum&l  of  Ci>mtiwraandCotHnurti^ ButUtxiti>'a1v\\  6lli.ani]la  the 
Sfirimg/ifld  fffpHNiatn  on  July  10,  1893.  Uie  r:iiM.'t  dale  oa  which  Ibe 
repeal  bill  woald  become  Uw.  "Tlie  Slimuui  Iaw  cuioot  be  re~ 
IKalcd  licforc  Kovcinbcr  IM,**  waa  tlie  langnaitc  uKd  In  ibc  Jftpmb- 
/imn,  and  tli«  coaiw  of  cvrnti  luiilrr  Ihr  ruin  or  the  l«o  bouaoa 
of  Congrcaa  w«a  outlined  aluiual  cxai-tly  as  (hey  allcnvardk  occnmd* 
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The  following  tabic  shows  the  state  of  the  loans,  the  specie 
reserve,  :»nd  the  indivicUial  deposits  of  the  national  bnnks  at 
various  dates  before  the  cxvias  and  dariag  tlie  period  of  de- 

[prcssion  which   followed,  according  to  the  reports  to  the 

'Comptroller  of  the  Currency  : 


lUft,  ISOJ 
July  la.  i8qj 
October  3,  i&gj 
December  iq,  1893 
Fehnuuy  iB,  1II94 
May  4.  i&M 
July  iS,  IS94 
Odoticr  1,  1894 
Uecembcf  tq,  1694 
March  ;.  1&9S 
May  T.  »M 
Jvlf  It.  tS9S 
Sc]>l«iiil>«r  >£,  1B95 


UAitt  A.<n  MS- 
cotnen. 


^.ibt.40T,Bs9 
i.ojo.jSj.C?! 

I.8^^.^J4.l67 

1.871.574.769 
i.87a,4(«,6os 
T,()96. 686,894 
i.944.«i.3'5 

9,007,133.11)1 

r,igi.9l3.i33 
1.965.  J7S. 369 
t,i)6o.4ii.3ot 
3,016,659.535 
a.o59.-»o*r409 


$307.3».l4i 
186.761.173 
334.7oj.66o 

256,166.385 

359. 94 '.993 
SSO,  670,653 
a37.a5O.654 
318.041,933 
230,^31.641 
3lS.646,s<» 
914,43;, 194 
'96.337.  Ji  I 


♦1.74O.93O.817 

l.SS6.;6t,330 
1.431.134.330 

l.539.W9.7« 
1,586,800.444 
1,670,453,769 
1 ,677.Soi  .300 
1.738,418,819 
". 695.48").  346 
r.6b;.a«3.3fl6 
i.6.jo,96i,a99 
1 ,736,013,006 
i.TOi.tSJ.Sai 


These  figures  show  the  gradual  reduction  and  slow  re> 
covcry  of  the  lo,ins  and  di.scnunts.  which  afford  the  best 
meastire  of  business  activity.  The  individual  deposits 
Euffcrwl  at  6ret,  but  began  to  recover,  as  timid  capital  was 
withdrawn  from  active  investment.  The  accumulations  of 
idle  capital  were  largest  in  New  York  and  other  cities  of  the 
East  because  less  capital  had  beeu  destroyed  there  by  bad 
investments  and  less  was  needed  to  support  consumption 

j  which  W.1R  no  longer  Mij^lied  by  current  eaniiugs.  The 
partial  re^toratiun  of  confidence  in  the  banks,  unaccompanied 
by  sufficient  general  confidence  to  promote  new  business 
entcr]>riscs,  transformed  the  scarcity  of  currency  which  pre- 
vailed at  the  acute  state  of  the  panic  into  plethora,  which 
there  was  no  means  of  relieving  except  by  the  export  of 
gold.  Gold  for  export  had  been  furnished  up  to  1892  by 
the  banks  of  New  York  cit)-,  and  the  banks  and  the  govern- 
ment mutually  paid  gold  and  gold  certificates  in  the  settte- 
nicTit  of  their  balances  at  the  New  York  Clearing  House. 

r^he  Acttlcmcnt  of  these  balances  in  gold  was  practically  sua- 


544 


WSTORY  OF  MODERiV  BANKS  OF  JSSt/B, 


peiidwl  by  the  Treasury  in  tlie  summer  of  1S92.  The  banlcs 
were  obliged  to  willihoUl  gold  from  tlicir  cuslomeis  for  the 
pAvmeiit  of  citstom  duties  and  to  send  theui  to  tlte  Treasury 
for  gold  for  export. 

The  combined  effects  of  the  loss  of  gold  income,  the 
R.-diiction  of  receipts,  the  plethora  of  government  paper 
cunency.  and  the  coatinucd  vHthdravral  of  foreign  capital 
was  to  compel  four  issues  of  bonds,  aggregating  $262,315,- 
400  in  principal  and  $293,000,000  in  net  proceeds  to  the 
TreasuT}',  during  1894.,  1895,  and  1S96.  The  most  potent 
cause  of  these  tosses  was  the  withdrawal  of  foreign  capital, 
but  this  withdrawal  was  itself  stimulated  by  the  accumula- 
tion of  idle  currency,  and  the  distrust  of  tlie  financial  policy 
of  the  United  States  wliich  was  invoked  by  the  reducLioa 
of  the  gold  rcscr%'e.  The  operation  of  the  legal  tender' 
currency  and  of  the  Act  of  1878,  forbidding  its  canccllatioa 
when  redeemed,  was  to  expose  the  1*Teasury  to  pendstent 
raids  for  gold,  against  which  it  had  no  means  of  protection 
through  the  interest  rate,  the  charging  of  a  premium,  or  the 
control  of  the  foreign  exchanges.  The  ver>'  gold  paid  into 
the  Treasury  for  boudi  sold  to  replenish  the  reserve,  was ' 
obtained  in  large  measure  by  the  presentation  of  legal  tender 
notes  at  the  New  York  sub-Treasury  for  redemption. 

The  bids  for  the  firat  issue  of  $50,000,000  in  five  per  cent. 
ten  year  bonds  were  opened  on  February  i,  1S94,  and  the 
reserve  was  raised  on  February  28th,  to  $106,527,068.  Gold 
exports  from  the  United  States  set  in  heavily  again  in  April. 
1894.,  and  were  not  arrested  until  the  beginning  of  the  out- 
ward movement  of  the  crops  in  AugiL^.  The  net  exports 
of  gold  from  the  United  States,  after  deducting  imports, 
were  $9,402,110  in  April,  $23,124,058  in  May,  522.376,873 
in  June.  $13,825,572  in  July,  aud$i.q55,303  in  August,  rsij, 
when  the  tide  turned  slightly  in  the  other  direction.  The 
respite  was  but  a  short  one  and  bid«  for  another  block  of 
$50,000,000  in  five  per  cent,  ten  year  bonds  were  opened 
November  24.  1894.'    The  reserve  was  restored  from  $58,- 

'  The  atl  proceeds  of  the  first  loan  w^-c  ^53,660,917,  aad  of  ttie 
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875, .117  on  September  »9lh,  to  51106.821,438  011  December 
lotli ;  but  the  demand  for  the  rcdem]>tion  of  notes  in  gold 
during  the  next  two  months  8xtr|>ass<d  oH  previous  experience 
and  carried  the  resen'e  dow^l  to  ^44.705,967  on  Januarj*  31, 
1895.  The  redemptions  of  November  were  $7,799,747  and 
those  of  December  £31,907.221.  There  was  a  slackcDing 
the  pressure  during  the  early  da>-s  of  Jaauar>',  but  it  act 
again  with  renewed  violence  during  the  laHt  ten  days  of 
the  montli  and  drove  the  Treasury  to  the  verge  of  the  »u*- 

rpension  of  gold  payments.     The  single  day  of  January  25. 

■I895,  showed  redemptions  of  $7,156,046,  and  the  evening  of 
Saturday,  Februarj*  ad,  arrived  with  only  $9,700,000  in  gold 
coin  available  in  the  Xew  York  sub- Treasury.  Even  thU. 
was  obtained  by  trenching  upon  the  fund  held  for  the  ic- 

|demptiou  of  gold  ccrtiQcates.     Pauic  was  i^izing  the  busi- 
less  community  and  a  single  Xcw  York  bank  reported  to 
istant  Secretary  Curtis  that  on  January  30th  they  received 

[.over  one  hundred  and  fifty  requests  for  gold  coin,  most  of  it 
evidently  for  hoarding.' 

President  Cleveland  recommended  the  retirement  of  the 
legal  tender  notct  and  the  .•nitistitution  of  a  banking  currency 
in  hii  anuuul  mc'ssagc  tu  Cougress  in  December,  but  the 
House  of  Kcprescntativcs  on  January  9,  1895,  refused  to 
consider  the  bill  reported  in  pursuance  of  this  recommenda- 
tion. The  Pre-iideut  on  Januar>'  aSth  sent  a  special  message 
to  Congress,  asking  that  he  be  given  authority  to  retire  the 
greenbacks  and  to  issue  bonds  under  more  favorable  condi- 
tions than  those  authorized  by  existing  Ian*.  A  bill  to  carry 
out  bis   reconimcndatioiu  was    introduced   by    Choirmaa 

'  DIkuunc  of  the  Kcurilir  of  t'iiile<]  State!)  tioIcM  ot  the  preMure  nf 
(fa«  vxccMive  paper  furrency  pnxluccd  a  vrry  clilfercnl  nttitndcon  (h« 
part  of  the  pnlilic  low&nts  tbc  t;ol<l  icvcnc  nflcr  tlic  pa»aKe  ^f  tbc 
Sliermttn  law  from  that  nhicli  pievailed  befote.  Tbe  paper  uiooey 
pfcMRted  to  the  Trensur;  For  rcdtmplioa  in  gold  vas  {7,976,69!^  dnrinj; 
the  fiscal  ycortSTc),  the  Jlnt  ftixuioiilhaanci  rcsutnptiou.anildccUucd 
I  In  iSSj  M  low  U  %tfxsx^  Tile  liugtst  irtWinptionK  lictnecn  1879  and 
1891  were  16,863.699  in  I8S6.  Tbe  rnkniptioDs  in  i^l  w«i«  |S,9S6,- 
070:  Id  1892.  I9, 135.842 :  in  1893.  |io3,too^345  ;  !□  1894,  ^.801,150; 
•oilini89S,>ii7J54,i78. 
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Springer  of  the  Banking  Committee  and  reported  by  him  to] 
the  House  two  days  later.  The  bill  authorized  the  itoue  of 
tliree  per  ceut.  bonds,  redeemable  after  leu  days  at  the 
pleasure  of  the  go\"emmcnt ;  the  cancellation  of  the  green-- 
backs  ^ecei^'ed  in  pa^tnent  for  the  bundK,  lo  the  amount  of 
nev%-  circulation  Usued  ;  and  the  increase  of  national  bank 
circulation  to  the  par  value  of  bonds  deposited  as  sccnrily, 
This  bill  was  defeated,  ou  January  7ih.  by  a  vote  of  135  to 
162. 

The  tdghlU  day  of  February,  1895,  was  marked  by  the 
<Ielivcr>'  to  Congress  of  a  special  message  from  Prt^idcnt 
Cleveland,  describing  one  of  the  most  notable  transactions 
of  modern  finance.  The  President  annouoced  the  ooiuplc- 
tion  of  a  contract  for  the  purchase  by  the  government  of 
3,500,000  ounces  of  standard  gold  coin,  by  the  delivery  of  ■ 
about  $63,400,000  in  four  per  cent,  coin  boud»,  red«etiubl« ; 
ailcr  thirty  ycais.'  The  purchasers  of  the  bonds  wcve< 
Messrs.  August  Behuont  and  Co..  on  hehalf  of  themselves, 
and  Messrs.  N.  Nf.  Rothschild  and  Sous,  of  Loudon,  and 
Messrs.  J.  P.  Morgan  and  Co.,  on  behalf  of  themselves  and 
Messrs.  J.  S.  Morgan  and  Co,  of  I/mdon.  The  contmct  was 
witnessed  by  Assistant  Secretarj-  William  E.  Curtis,  wIk) 
had  much  to  do  "with  bringing  it  to  a  successXul  completion, 
and  by  Mr.  Francis  Lyndc  Stetson  of  New  York.  There 
VflS  an  altenialive  clauw.  reserving  to  the  Secretary'  of  the 
Treasury  tlie  right,  in  case  he  should  receive  authority  from 
Congress  within  ten  days,  to  substitute  three  per  cent,  bonds 
specifically  payable  in  gold  coin  (or  the  coin  bonds  author- 
ized by  existing  law.  The  effect  of  this  substitution,  if  the 
gold  bonds  were  accepted  at  par.  as  the  contract  provided, 
would  have  been,  according  to  Oie  message  oftlie  Prcsidetil. 
to  sa^-c  the  United  Stales  i«  interest  charges  $539,159  pcTd 
year,  or  $i6.i74,77oduring  the  thirty  years  fixed  as  thctena 
of  the  bonds.  A  bill  to  authorize  this  substitution  of  gold 
bonds  was  reported  by  Chairman  Wilson  of  the  Ways  and 

'  Tb«  Mtu&I  tnnsactioti*  under  tlie  coutract  vKte  tb«  dollvety  v1 
^65.116^144  Id  gold  for  $6a.yti.ifo  la  Iwdds. — Finairt^  Jttpari,  i$95. 
LVL 
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leans  Committee  of  the  House  on  Kebniair  13,  rSgs.  but 
was  defeated  lo  the  House  the  next  dny  by  n  vote  of  1 20  to 
167,  and  tbc  contract  was  left  in  foic«  occordini^  to  its 
original  ttrms. 

The  peculiar  feature  of  this  contract  for  the  exchange  of 
bonds  for  gold  Lay  in  the  provision  that  the  purchasers  of  the 
hands,  "  as  far  as  lies  in  their  power,  will  exert  all  financial 
influence  and  will  make  all  legitimate  efforts  to  protect  the 
Treasury  of  the  United  State*  against  the  withdrawal  of 
jold  pending  the  complete  performance  of  this  oontrnct." 
The  fiilfilraeat  of  this  pledge  was  accomplished  throngh  the 
control  over  the  foreign  exchanges  which  was  exercised  by 
the  firms  which  purchased  the  bonds.  They  brought  into 
their  syndicate  the  leading  gold  shipping  houses,  ond  for' 
eign  bills  of  exchange  were  placed  upon  the  market  for 
several  months  in  jiLst  sufficient  quantities  to  meet  the  cur* 
rent  demand.  The  s>-ndicate  by  this  process  created  debts 
in  Europe  which  it  was  necessary  to  cover  at  some  time  by 
the  purchase  of  exchange  or  the  shipment  of  gold.  They 
guarded  in  a  measure  against  possible  losses  by  keeping  the 
rate  for  the  bills  which  Lbcy  sold  considerably  above  the 
gold  shipping  point.  They  thus,  in  effect,  created  a  comer 
in  foreign  exchange  and  imposed  the  cokc  of  their  operations 
upon  the  purchasers  of  foreign  bills.  This  method  of  con- 
trolling exchange  operated  with  wonderful  saccess  all 
through  the  spring  and  up  to  the  closing  days  of  July.  The 
tide  of  gold  exports,  which  rose  to  $24,698,489  in  the  month 
of  JaQuar>-,  was  turned  into  net  imports  by  tlic  operations 
of  the  sjTidicate  in  bringing  gold  from  Europe.  Fcliruary 
showed  net  imports  of  $4,067,003;  March,  net  imports  of 
^,120,390  ;  April,  net  imports  of  $3,029,761  ;  May,  net  im- 
of  $3,271,193  ;  and  June,  net  imports  of  $1,963,750.  The 
cffixl  upon  the  treasury  was  equally  striking.  The  redemp- 
tions of  United  States  legal  tender  notes  in  gold,  which  bad 
been  $45,117,738  in  January,  were  reduced  to  $5,560,952  in 
February,  $1,089,085  in  March,  $1,017,571  in  April,  $i,i66,- 
473  in  May,  and  $1,239,287  in  June. 

The  essential  purposeof  the  contract,  in  spite  of  criticisms 
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to  which  it  was  justly  subject,  was  to  afford  a  breathing 
spell  to  the  country  for  the  restonitiou  of  confidence  in  the 
monetary  standard  and  in  the  business  future.  The  period 
of  biisine^  depression  begiiiuing  in  1S93  had  lusted  long 
enough  to  exhaust  idle  stocks  of  goods,  to  accumulate  capi- 
tal in  the  banks,  and  to  prepare  the  business  comiiiiinity  for 
a  ucw  period  of  activity  if  cmifideuce  could  be  restored.  Mr. 
J.  Pierpont  Morgan,  the  eminent  Snancter  who  was  the 
leading  spirit  iu  the  arrangeraeut,  would  prot>ably  have  made 
«o  atterapl  to  restore  confidence  aud  business  activity  b>' 
similar  methods  in  the  spring  of  1893  or  of  1894,  but  he 
counted  upon  the  probabilities  of  success  in  such  an  under- 
taking in  1895.  aud  eveuts  partially  justified  his  judgment. 
The  loans  and  discounts  of  the  national  banks  of  the  City 
of  New  York  increased  from  $333,069,999  on  March  5,  1895, 
to  $363,84,8,573  on  September  28,  1895.  while  the  loans  and 
discounts  of  all  the  national  banks  of  the  country  advanced 
in  the  same  interval  from  $1,965,375,368  to  Sz,059,4o8,40S. 
The  import.s  for  the  calendar  year  1895  were  $801, 663,490, 
an  incrcascof  $t35,aoo.ooDover  1894.  and  only  $39,000,000 
less  than  iu  the  pro3i>erous  year  1892.  Receipts  for  postage. 
an  unfailing  index  of  business  conditions,  increased  in  every 
c[uarterof  1895  over  the  corresponding  quarter  of  1894.  and 
reached  for  the  concludhig  quarter  of  the  year  a  total  of 
$20,517,014,  the  largest  volume  of  business  ever  recorded. 

The  essential  defects  of  the  policy  of  the  syndicate  con- 
tract were  its  failure  to  diminish  the  re<Iund.ant  volume  of 
currei>c>-.  the  stimulus  thus  afforded  to  imports  over  exports, 
and  the  artificial  nature  of  the  attempt  to  comer  the  exchange 
market.  This  attempt  practically  broke  duwn  towards  the 
dose  of  July.  A  leading  cnffee  iimi  which  had  payments 
to  make  in  Europe  (bund  that  they  could  be  made  cheaper 
by  the  shipment  of  gold  drawn  from  the  Treasur>'  than  by 
the  purchase  of  exchange  at  the  rates  fixed  by  the  syndi- 
cate. One  of  the  syndicate  firms  was  also  compelled  to  bhip 
gold  withdrawn  from  the  Treasury,  in  order  to  cover  tlte  bills 
of  exchange  vbich  they  had  sold.  The  syndicile  hud  been 
retcaaed  from  a  part  of  the  obligation  to  bring  half  the  gul«l 
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it)  [>a>tncnt  for  the  boods  from  abroad,  snd  had  completed 
tlieir  deliveries  under  the  contract  on  June  24.  1895-  Mem- 
bers of  the  H)'ndicatc  still  held  considerable  quantities  of 
gold,  aud  the  first  exports  were  made  up  by  voluntar>' 
deposits  of  this  gold  iu  the  Trcasur>-.  amoiintitig  up  to 
September  11,  1895,  to  $16,127,432.  These  deposits  several 
times  restored  the  reserv-e  to  $100,000,000.  «'tieu  it  M-as  uu 
the  point  of  falling  below  that  amount,  but  the  reserve 
sloivly  travelled  downward  from  $107,512,362  at  the  end  of 
June  to  $93,^3,179  iit  the  end  of  October. 

The  loss  of  control  over  liie  exchange  market  practically 
Iciminaled  the  efforts  of  tlic  syndicate  to  maintain  the  le- 
»erv-e,  in  spite  of  their  voluntary  gold  deposits.  The  gold 
obtained  for  shipment  continued  to  be  drawn  aImo!;t  ex- 
clusively from  the  Treasury,  the  net  exports  were  ?i3.46J(,- 
'188  in  November  and  $14,170,899  in  December,  aud  the  gold 
'reaeriiX  fell  to  $63,262,268  on  December  31,  1895.  President 
Cleveland  in  the  meantime  delivered  to  Congress  on  Decem- 
ber 3d,  his  annual  message,  layingspecial  stress  upon  the 
importance  of  retiring,  by  means  of  a  bond  issue,  the  legal 
lender  notes,  which  were  presented  over  and  over  again  to 
the  Treastiry  for  redemption  and  were  required  by  the  Act  of 
Hay  31,  1S78,  to  be  "  re-issued  and  paid  out  again  and  kept 
in  drculatiou. "  Congress  gave  no  indication  of  compliance 
with  this  recommendation,  and  the  raid  upon  the  gold  re- 
serve increased  in  intensity  after  the  deliver)*  of  the  special 
mess-ige  of  the  President  upon  the  encroachments  of  Great 
Biilain  upon  the  Venezuelan  boundary.  The  possibility  of 
war  lictween  Great  Britain  and  the  United  States  led  Eng- 
lish investors  to  unload  American  securities,  caused  large 
livithdrawnis  of  gold  from  the  Treasury  for  export,  and 
I  brought  the  counlrj'  to  the  verge  of  the  suspension  of  gold 
payments.  The  President,  on  December  20th.  called  the 
uttuttion  of  Congress  in  a  special  message  to  the  serious 
financial  condition  of  the  countr>'  and  urged  that  they  should 
not  take  a  recess  for  the  holidays  without  taking  some  step 
for  the  protection  of  the  public  credit.  An  effort  was  made 
by  Congress  to  pass  some  legislation,  but  it  was  not  satis- 
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lactory  at  any  time  to  the  admmistraiion,  because  provisioa 
was  iiot  made  for  the  issue  of  bonds  specifically  payable  ta 
gold  nor  for  the  retJrcmcnt  of  legal  tender  notes.  It  sood 
appeared  that  the  Senate  and  Mouse  could  not  agree  upoa 
any  measure  between  themselves,  and  the  President  and 
Secretary  of  the  Treasury  determined  upon  another  issue  of 
bonds  under  the  exi^^tiiig  taw. 

A  public  call  for  subscriptions  to  $100,000,000  of  four  per 
cent,  coin  bonds,  dated  Febniar>'  i,  1895,  and  payoble  at  the 
pleasure  of  the  Ciiiled  States  after  thirty  years,  was  issued 
by  Secretary  Carlisle  on  January  5.  1896.  There  was  some 
doubt  at  first  among  financiers  whether  the  subscriptions^ 
from  responsible  holders  of  gold  would  be  suffiicient  to  per- 
manently restore  the  gold  reserv-e.  Mr.  J.  rieqioot  Moi^gan 
had  been  oi>:anizing  a  syndicate,  in  the  hope  of  making  a 
contract  with  the  guvemmeDt  similar  to  that  of  1895,  and  tbe 
fact  that  he  intended  to  obtain  gold  for  the  execution  of  his 
part  of  the  contract  from  outside  the  Treasury  gave  the  plan, 
in  the  opinion  of  many  financiers,  an  advantage  over  n  popu- 
lar loan.  The  response  to  the  call  of  Secretory  Carlisle, 
however,  when  the  bids  were  opened  on  February'  5th,  wa», 
such  as  to  dissipate  such  fenrs  nod  to  materially  sireiigthea^ 
the  public  credit.  The  number  of  subscriptions  of  an  appar-  \ 
eiitly  bottafiie  character  wa.s  four  thousand  six  hundred  and 
forty,  and  theamount  n-as  $568,369,850^  A  syndicate  beaded 
by  Mr.  Morgan  subscribed  for  the  entire  amount  at  i  ia6877. 
It  was  found  that  there  were  subscriptions  for  466,758.650  at 
higher  figures,  so  that  Mr.  Morgan's  syndicate  were  allotted 
only  the  remainder  of  the  $too,ooo,ooo.  Subsequent  defaults 
on  the  part  of  some  of  the  subecribers  raised  Mr.  Morgan's 
allotment  to  about  $38,000,000  and  made  the  net  proceeds 
of  the  loan  about  $111,250,000.  The  gold  resen*c  of  the 
Trcasur)'  was  ra[ridly  tocreaaeU  by  the  deposit  of  gold  \a 
payment  for  tbe  bonds  and  rose  on  Match  17,  1896,  to  $137,- 
862,644.  '^^'^  \o»Xk  appeared  to  afford  sotiie  nf  the  advan- 
tages in  restoring  bosittess  oonfidenoe  affurdcd  by  the 
8)-ndic8tc  contract  of  1895.  Bu.<uness  sliowcd  ittcrca»cd 
activity,  and  net  exports  of  gold,  to  Che  amount  of  $13,468,- 
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i88  in  NovcmlxT  and  $i4.i7o,S<>9iti  December,  were  reduced 
to  Si9S,5S&  in  Januar>-  aud  trausfonncd  into  net  imports  of 
$9-375. 3»9  >"  February.  1S96. 

The  crisis  in  Australia  in  1*93  was  one  of  those  peculiar 
to  new  countries.  The  future  had  been  too  rapidly  dis- 
counted, speculation  in  laud  bad  been  carried  beyond  the 
possibility  of  the  immc<1iatc  development  of  the  country 
and  an  euonnous  debt  had  been  created  for  public  works. 
Competition  in  banking  had  been  carried  to  such  an  extreme 
that  nearly  e\'ery  little  community  supported  branches  of 
all  the  leading  banki,  and  obtained  excessive  loans  on  prop- 
erty which  could  not  lie  converted  into  quick  assets.  Not 
content  with  loaning  their  own  funds  in  this  way.  the  Aus- 
tralian banks  established  agencies  all  over  the  United  King- 
dom, with  some  local  sohdtor  or  stock  broker  as  ageat,  and 
paid  coinniii(ston<i  to  obtain  deposits.  When  tlic  crisis  broke 
out  in  Jauu8r>- 1893,  the  British  deposits  in  the  Australian 
banks  were  about  onc-lliird  of  the  total  deposits  of  /15.1,- 
000,000.  Foreign  money  had  poured  into  Australia  under 
the  coonction  among  British  investors  that  investmcuts 
among  tliose  of  their  own  blood  were  safer  than  among  the 
South  American  republics  or  the  decrepit  nations  of  Eastern 
and  Southern  Europe. 

This  easy  accession  of  riches  came  to  be  counted  by  the 
Australians  ns  part  and  parcel  of  their  own  accumulations. 
A  circular  issued  on  behalf  of  a  public  loan  for  the  colony 
of  Victoria  iu  1892  countwl  up  the  wealth  of  the  people  at 
ji440,ooo,ooo  or  at  the  rate  of  nearly  /400  for  each  of  the 
1,140,000  inhabitants.  This  valuation  was  more  than  fifty 
per  cent,  greater  per  capita  than  that  of  Great  Ihitain,  after 
ccuturies  of  accumulation,  but  it  was  made  up  by  appraising 
unsettled  lauds  at  £2  per  acre  which  could  uot  be  sold  to- 
d»y  for  ^i  and  by  a  similar  process  of  inflation  of  lunk 
credits  and  perscmal  wealth.'  The  City  of  Melbourne,  with 
its  population  of  500,000,  was  extended  on  the  maps  of  the 
land  spcculatons  to  limits  which  would  have  aSbrdcd  ample 


■  ftafiblovicli.  LeManhi  Fiuanderen  /Sgj-^f,  305, 


552 


m&  rOK  Y  OF  UODERff  BAKKS  OP  iSSUS. 


aecommodalions  for  a  cily  with  twice  tlic  popxiUtion  of 
LoiidoD.  The  feeling  of  affluence  which  such  figures  cnuscd 
Iiad  encouraged  the  creation  of  a  public  debt  of  about  £-^  per 
head,  almost  exactly  twice  the  euonaous  public  debt  of  the 
United  Kingdom. 

Stubboru  tacts  did  not  bear  out  these  inflated  valuations 
and  the  adoption  of  the  protective  policy  in  a  countrj-  where 
mauuracluriiig  had  hardly  been  bom  added  to  the  fetters 
upon  consumption,  whatever  might  bu  expected  fi^m  its 
final  results  in  developing  native  industries.  The  revision 
of  the  tariff*  in  1892  was  made  with  the  avowed  puipOM:  of 
obtaining  additional  revenue  to  meet  the  chaxges  ou  the  for- 
eign debt,  but  its  results  were  to  reduce  the  customs  receipts 
for  the  6scat  year  1893  by  nbout  /^350,ooo.  Warnings 
against  the  land  boom  were  given  sc\"cnd  years  bcfnre 
the  crisis  of  1893,  but  many  of  the  banks  had  plunged  m 
90  deep  and  tied  up  an  lai^e  a  proportion  of  their  assets  in 
landed  security  that  they  dared  not  take  a  backward  step. 
Advances  once  made  uu  laud  were  increased  in  proportion  to 
the  fictitious  value  reached  by  speculation,  the  discount  on 
the  added  loon  was  deducted  from  the  new  advance  to  the 
borrower,  and  this  actual  increase  in  the  risk  of  the  bank 
was  carried  to  the  fictitious  account  of  earnings  and  profit.' 

A  targe  proportion  of  the  Briti.<ih  deposits  which  bad  been 
secured  through  agents  were  owued  iu  Scotland  and  fell  due 
on  the  half  yearly  term  A.%ys..  E\'eo*  half  year  represented 
a  critical  point  in  Australianbanking  and  none  looked  more 
critical  as  it  drew  near  than  the  Whitsunday  term  of  1893. 
Tile  danger  was  so  threatening,  that  some  of  the  bauks 
would  be  compelled  to  stispend,  by  demands  from  Scotland, 
that  Au-stnilian  depositors  began  to  withdraw  their  accounts 
and  thutt  brought  about  the  collapv;  which  might  otbertrise 
ha\'e  t>een  again  postponed.  Tlie  signal  of  the  actual  crash 
came  on  Januarj-  igth,  when  the  Federal  EJank  of  Melbourne 
failfd.  It  wxs  a  new  instittilion.  wilh  limited  capital,  long 
looked  upon  with  distmst  by  the  older  banks,  and  a  Strang 

*  Sjrdufty  J.  Huiniy,  1/oadaa  Bankers'  Magaatiu,  Oct.,  1893,  OC* 
47» 
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eSbrt  wEis  made  to  create  the  iiupressioti  tliat  the  failure  liad 
simply  cleared  the  air  aiid  left  the  older  institatioos  stroagcr 
tlioii  before.  Tlie  public  refused  tu  accept  tliia  vi<nv  of  the 
case  and  graduaUy  began  to  withdraw  their  deposits  from  all 
tlie  bonks.  Notices  of  witJidrawa.1  poured  ia  fioio  Great 
Britain,  and  on  April  4th  the  Commercial  Bank  of  Austra- 
lasia closed  its  doors,  with  deposits  of  /w.044,000.  The 
English  and  Australian  Bank,  with  deposits  of  j£'5.795,ooo 
and  nitwty-one  braiicbes,  stopped  payment  on  April  12th,  and 
the  I^ondon  Chartered  Bauk.  with  deposits  of  ^6,588,000 
and  Sriy-eight  branches,  closed  its  doors  during  the  next 
wc«k.  The  government  proclaimed  a  &\'C  days'  holiday 
early  in  May,  in  the  hope  that  public  excitement  would  .sub- 
side while  the  banks  were  cnjo>'ing  a  breathing  spell.  But 
banks  coutinued  to  go  down,  and  when  the  last  failure  oc* 
curred  on  May  17th,  fouriccn  institutions  had  failed  with 
aggregate  deposits  of  /'S5.ooo,ooo,  including  ^26.000,000 
ott-cd  in  Great  Britain, 

Twelve  banks,  with  dcposiu  before  the  panic  of  j<|^7i, 000,- 
000,  succeeded  in  weathering  the  stonn  and  did  much  to  re- 
store confidence  by  their  rt-rusal  to  avail  themselves  of  some 
of  tlic  duvicL'S  of  Hie  iveaker  institutions.  The  govenimeut 
of  Xew  South  Wales  made  bank-notes  a  legal  tender  for  sax 
months,  which  ciuibled  the  bauks,  without  iucrtiising  circn- 
lation  more  than  ten  per  cent.,  to  come  to  tlic  relief  of  com- 
merec  by  liberal  loans.  The  surplus  of  loanable  capital  in 
Europe  brought  scnnc  relief,  when  the  substantial  character 
of  the  assets  of  the  stronger  bauks  become  knou'u,  find  plans 
of  reconstruction  were  soon  set  in  motion.'  There  is  still 
some  apprehension  as  to  the  ability  of  the  banks  to  meet  their 
extended  obligations  at  maturity,  and  the  belief  is  held  by 
careful  observers  of  Australian  affairs  that  the  reduction  of 
com[M:tiag  branches  of  the  banks  has  not  proceeded  far 
enough.  The  era  of  inflation  has,  however,  been  brought 
to  an  end,  and  the  great  resources  of  Australia  seem  likely 
to  permit  a  gradual  rcco\'ur>'  of  her  real  prosperity,  if  not  of 
the  inflated  miIucs  of  former  times. 
'  lAttdoH  Saukert'  Magaxint,  May,  1S95,  I.IX.,  715. 
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It  is  Crested  for  Cjurying  od  Dasians  and  U  Subject  to  BiuiBCi 
Condittotu — The  Voluine  of  Excbangea  tbtoagh  tfae  Banks  anil 
ClMring  nooM*— Superiority  of  Dank-notn  over  Govemmcot 
Paper  Money  iu  Con  venience,  Ibe  Prouioiiou  of  Bauking  Facilities, 
Bud  Stability— Tlie  Importance  of  I.«rg«  l.lquid  AMct«  in  Uain-j 
tabling  Rcdcnipttoa  on  Demand. 

THE  inherent  advantage  of  a  currency  issued  by  well 
regulated  bauks  is  its  adaptation  to  business  needs. 
It  is  the  outgrowth  of  the  relations  of  business  men 
with  each  otlier  aud,  where  its  essential  character  Las  not 
been  too  nmch  raocljficd  by  repressive  laws,  it  represents  the 
evolution  of  the  Amplest  and  best  methods  of  n)akiu(>  com- 
mercial exchanges.  Being  the  growth  and  creature  of  bun> 
ness  transactions,  its  adaptability  to  Ibem  is  more  nearly 
perfect,  of  neceesit}*.  than  other  systems  originated  for  otli^ 
purposes  and  only  iticidentally  shaped  to  ao.'oniniodnte  sticli 
needs.  It  is  of  prime  imporuiice  that  there  should  lx>  a 
Bxed  metallic  standard  of  value,  just  aii  it  is  of  importance 
thnt  there  should  be  a  fixed  official  length  for  the  meter  or 
yard-stick.  The  stunduid  being  fixed,  tfae  duty  of  the  state 
is  done  and  it  should  be  left  for  the  busine&scnmiu unity  to 
conduct  its  tiBitsactiuuR,  so  long  as  they  are  tncaaured  by  the 
standard,  by  the  means  i^hich  it  &nds  tno«t  ooaveaietit. 
These  means,  the  business  community  has  decrewl,  are 
found  in  the  various  forms  of  commercial  paper.  The  great 
development  of  modetn  credit  has  made  bank-notes  only  the 
small  change  in  such  transactions,  but  they  arc  of  sujiremoi 
importance  in  giving  credit  birth  where  it  ts  unknovni  and] 
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arc  still  the  esscutial  tools  of  the  retail  trade  i\*hicli  makes 
possible  the  greater  commerce. 

The  cssenlial  ad^'antagcs  of  a  baulcing  ctuxcncy  may  be 
sumuiariKed  under  these  heads  : 

1.  Economy  and  conveaicucc  in  making  paymcots. 

2.  The  adjustment  of  the  volume  of  currency  to  business 
conditions. 

3.  Tlie  promotion  of  banking  fadUtics  and  of  the  use  of 
iustrotnents  of  credit. 

4.  The  adherence  to  a  fixed  inetAllic  Rtindnrd  of  vnltie, 

I.  The  economy  of  payment  by  means  of  pajwr  credit 
Tras  understood  in  remote  antiquity,  n-hcn  bills  of  exchange 
occasionally  took  tb«  place  of  physical  transfers  of  silver 
and  gold.  In  more  modem  times,  the  application  of  the 
same  economy  to  domestic  trausactious  has  giwu  birth  to 
checks,  domestic  billsof  exchange,  bank-notes,  bank  credits, 
and  clearings.  £ver>-  such  transuctiou  which  dispeuiies 
with  metallic  money,  without  impairing  the  safety  of  the 
standard,  saves  to  the  community  the  capital  which  would 
otherwise  be  cmploj'cd,  in  the  mere  mechanism  of  exchange 
and  releases  it  for  the  active  service  of  protlivction  and  re- 
production. The  economic  effects  of  this  saving  have  been 
set  forth  by  Adam  Smith  in  a  passage  which  has  become 
classic:' 


Tb«  gold  md  silver  money  which  eirc^ates  in  any  Mwitty,  and  by 
meoos  of  wbicfa  the  prcxiticc  of  its  land  atif]  labor  is  annually  circn- 
laled  and  distributed  to  llie  proper  consunivn.  is.  in  the  same  mitnuer 
as  thiC  ready  money  of  the  dc«lcr,  all  dcMl  tttock.  It  is  a  very  vwln- 
ablc  part  of  the  capiul  of  ifae  country-,  which  t)io<1ii»s  noiliiiiK  toibe 
country,  Tlie  judicious  opl^ralions  of  banking,  by  substituting  paper 
is  tfae  room  of  a  Rrcat  p&rt  of  this  goM  and  silver,  enable  the  coun- 
try to  conrcrt  a  girat  part  of  this  dead  stock,  into  active  and  produc- 
tive Mock ;  into  stock  which  produces  somethint;  to  the  country. 
The  gold  and  silver  money  wbtch  circulates  in  uir  country  may  Toy 
properly  be  cotnpared  to  a  hlKlivmy,  which,  while  it  circulates  and 
carries  to  mnrkct  nil  the  graM  and  com  of  tb«  country,  prodncn 
itself  not  n  Ataxic  pile  of  either.  The  jnilicto«u  operations  of  bonk* 
ing.  by  providing,  if  I  may  \jk  allowed  so  violent  a  metaplMr,  a  sort 

t  Wnlth  of  Nations,  B.  It,  Ch.  ii.  (L,  3JI-W;. 
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of  wagon- wa jr  tbronKli  tbe  oir,  enable  the  countfT  lo  convert,  t>*  it 
were,  a  gicat  part  of  its  liigtmnjs  into  good  piuitum  nnd  cani-ficltU. 
nnil  thereby  to  increase  vei;  coosiderably  Ute  annual  produce  of  ha 
land  and  labor. 

The  extent  in  our  time  of  tliis  BubsUtudon  of  paper  credit 
for  metallic  money,  \vilhout  Itampering  the  operations  of 
trade,  is  as  great  a  raar\-cl  in  its  way  as  the  development  of 
the  power  of  steatn  or  electricity.  The  volunie  of  metallic 
money  has  grown  from  year  to  >far,  until  the  amount  iu  tise 
in  the  world  is  conipnted  nt  over  ^,000,000,000  ; '  but  the 
expansion  in  the  volume  of  money  has  followed  with  hut 
halting  steps  the  growth  in  the  voltime  of  commercial  trans- 
sactioiis  and  the  development  of  the  use  of  credit  in  earr>'- 
ing  them  on.  An  estimate  of  the  aggregate  of  the  world's 
transactions  would  be  au  idle  undertaking.  The  mi»t  thnt 
is  possible  is  a  record  of  the  balances  which  pass  tliruu^b 
the  banks  and  clearing  houses  of  a  few  commercial  centres. 
The  use  of  circulating  notes  lins  become  but  a  small  part  of 
the!*c  great  transac1iou^,  but  still  remains  under  many  con- 
ditions an  important  part.  Banlcs  now  do  business  largely 
through  the  power  to  gnuit  credits  on  their  books,  which  is 
derived  from  their  dqxwits.  The  total  banking  power  of 
the  world,  including  capital  and  deposits,  is  calail«le<l  by 
Mr.  Mublemau,  the  able  Deputy   Assistant  Treasurer  of 

'  The  economy  in  tlie  KniMtilnlion  of  ]Mpcr  noacy  and  bank-notes 
for  coin  bu  liccotne  m  factor  rvlutitvly  bo  «iii:i1I  iti  conipsriaou  wilh 
llie  n-ooomy  of  otber  fonuft  of  credit  lli.it  it  U  not  ncceMory  to  dwell 
upon  it  At  length  ;  bat  tbe  deKlopnient  of  ttie  otber  fctna  uf  ere<Ut 
is  often  promoted,  ea  will  appear  Utcr,  b;-  the  pever  to  iamc  luuik- 
ooirs.  Tlie  gold  in  toe  in  tlie  world  ai  mooey  In  1895.  arrunHns  to 
tbe  Trport  of  the  Director  of  the  United  States  Mint,  waa  |4,oS6,I(oe^- 
ouo  and  ilic  ailvct,  at  tbc  coining  value,  waa  %x,ojo,^ao,aoa.  The  <ott 
of  mnintainio);  ^95,000,000  in  gold,  silver,  and  copper  in  cirralolloa 
In  Great  Britain  U  c«ltmated  br  Mr.  W.  Stanley  Jevons  at  j£),iffx,'Ooo 
<^i4,(oo,aoo)  annually,  of  which  /2,Aso.ono  is  for  interest  at  tlirce 
p*r  cent.  /nvfsfigaHoas  in  Cufmfy  and  Finanee,^^  Tlie  coat 
of  mointttining  Ihc  currencr  of  tbe  Vailed  Stales,  if  Ihc  preseiiL  rol- 
nuie  of  almnt  ft ,6x1, 000,001  were  rxclmiTcly  metnllic,  annld  be 
about  ^5,ow%ciu>  iinnoally  ;  aod  the  aannal  ^ost  of  maintain iti);  tbe 
ai:tual|;o1d  and  tilvcr circulation  of  Ute  world  i»  about  ^I4a,u'><>>n. 
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the  United  States  at  Xew  York,  at  ^j.9 15. 000,000,  or  $19,- 
000.000.000,  distributed  as  follows  -. ' 


Rmope, 

Alia. 
Africa, 
Onnnici, 
Nonh  Arncrica, 
Soutli  Aionka. 


175,000,000 
i.aoo.ooo.ooo 

I4*>,OOO.OOD 


The  banking  re&ources  ni  llie  banks  of  the  United  Kiug- 
dotn  of  Great  Britain  and  Ireland  alone  are  nearly  /'i,ooo,- 
ooo>ooo.  2nd  such  resources  attained  in  Uie  United  States 
in  iSys  the  evxn  greater  total  of  J6.703, 544.084.'  This  vast 
banking  power,  moreover,  represents  only  partially  tiie 
capacity  of  the  banks  of  the  world  for  conducting  exchanges. 
The  exchanges  through  the  clearinghouses  in  the  great 
commercial  countries  rcjircsent  aiiiuially  many  times  their 
capital,  or  circulation,  or  deposits  at  any  fixed  date,  aiKl 
more  than  the  eatire  net  earnings  of  the  people.  The  Lon- 
don Clenring  Huuse  was  in  npemtion  as  early  as  1773,  but 
the  universal  use  of  the  clearing  syslcni  is  a  development  of 
the  last  half  century.  The  private  bankers  retained  exclu- 
sive control  of  the  London  Clearing  House  until  1854,  when 
the  London  and  Westminster  and  other  leading  joint  stoc^ 
banks  were  permitted  toshare  in  its  advantages.'  The  Bank 
of  England  was  not  admitted  until  1864,  and  even  at  tbcprcs- 

^  Monetary  System!  of  the  World.  160.  Tliis  calralaltoti  is  l>«««d 
ia  port  upon  an  c»tiaialc  of  Mr.  MuUiiUI,  the  KukIisIi  Mutistidan,  ia 
18S9,  but  the  estimate  is  culaiigcd  to  coTrcspoud  to  tbc  more  recent 
date  Hud  to  kiiown  omiMions  in  hit  figures. 

'  For  the  Vailed  KioKdom,  see  p.  13$.  The  figarea  for  Ihc  Unhcd 
States  inclttdc  the  aggregate  eapttal,  siiiplus.  undiTitled  profit*,  and 
iodivLdaal  dcponils  of  iiuliotuil  banks  oa  July  H.  1S95,  and  of  Stale, 
stock  aarings,  and  priTitc  tMuka,  and  loan  sod  truat  companicn  at 
(latGof  Ialeitie|)Oft.~Cotnptroller'a  Report,  1895,  513. 

*  Prof.  UocLcod  cooiputc*  that  tbc  adniisaios  of  tbc  joint  stock 
tiank*  rtleatacO  thrin  from  keepvuj;  /'joo.cxu  in  cuirmcy  almoat  con* 
atandy  on  band,  and  made  that  amntiat  available  for  gencnl  Hrcaln- 
tioB.—  Theory  and  PnuHte  oj  BaukiH£,  II.,  iS^-Sj. 
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ent  time  some  of  the  large  Scotch  banks  do  their  business 
indirectly,  through  the  agency  of  another  bank. 

The  Paris  Clearing  House  is  composed  of  deven  banking' 
houses  and  was  not  organized  on  its  present  basis  until  1872. 
The  Vienna  Clearing  House,  with  a  dozen  leading  banking 
houses  grouped  around  the  Imperial  Bank  of  Austria-Hun- 
gary, was  organized  in  the  same  year,  but  several  of  the 
private  banks  had  adjusted  their  compensations  between 
themselves  as  early  as  1864.  Clearing  houses  were  estab- 
lished in  Italy  by  legal  decree  of  May  19,  1881,  at  Rome, 
Milan,  Geneva,  Bologna,  Florence,  and  Catana.  Cologne 
and  Stuttgart  have  each  possessed  a  clearing  house  since 
1882,  and  one  was  formed  at  Berlin  in  1883,  with  the  Impe- 
rial Bank  as  its  centre.  No  clearing  system  seems  to  have 
existed  in  Germany  prior  to  this  date,  but  the  Imperial 
Bank,  the  Check  Bank  of  Hamburg,  and  several  others, 
practised  the  use  of  transfer  checks  upon  a  large  scale,  and 
clearing  houses  are  now  in  operation  at  Hamburg,  Bremen, 
Leipsic,  Breslau,  and  Dresden.'  The  operations  through 
the  Loudon  Clearing  House  were  ^954,000,000  in  1839,  and 
;^i,9oo,ooo,ooo  in  1857.'  Their  magnitude  in  recent  years 
is  indicated  in  the  following  table  : 


YEAH, 

ON  ^TOCK   FKCH^HGI 
aHTTLING   DAYS. 

PFB  CBNT.  OF 
TOTAL. 

TOTALS  POK  TH«  TKAK. 

1868 

£       513,340-000 

15.3 

;(;3,425, 185.000 

1872 

1.015.959,000 

17.2 

5,916,452,000 

1874 

1,010,456,000 

17.0 

5.936.772.000 

IS7G 

701,091,000 

15.4 

4,963,480,000 

1878 

;9;.443.ooo 

15.9 

4,992,398,000 

i88o 

1,151,867,000 

19.8 

5.7M.23S,ooo 

1SS2 

1,233,916.000 

19.7 

6,221,206,000 

1SS4 

96'i,<)23.ooo 

16.6 

5.798,555.000 

1S86 

1,198,557,000 

20.3 

5,901,915,000 

1 338 

1,252,4(16,000 

18.9 

6,916.133,000 

181/J 

1.4  Id,  5  4  3.000 

i3.[ 

7,801,048,000 

iSqi 

1,067,403,000 

"5  5 

6.847,506,000 

1892 

1,022.764,000 

15.7 

6,481,562,000 

'993 

1,002,664.000 

15.4 

6,478,013,900 

1894 

9-M, 455,000 

15.2 

6.337,222,000 

lSr,5 

1,304,679,000 

17.1 

7,592.886,000 

'  Arnaunt;,  3S2-K4. 

*  The  largest  amount  of  bauk-notes  used  in  1839  in  one  <iay  for  the 
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The  clearings  at  Paris  were  t.602,584,727  francs  ia  the 
year  ending  March  31,  1873;  3.22*. 745.255  fraucs  in  1S80  ; 
^,141,568,483  francs  in  1885;  5,140.959,989  fraucs  in  1890; 
6,003,883,202  francs  in  189! ;  and  5.379,348.128  francs  ia 
1894.  These  figures,  however,  give  bu  incomplete  idea  of 
the  banking  business  done  iu  Pans.  A  great  central  bank 
operates  in  some  measure  as  a  clearing  bouse  in  itself,  and 
this  iA  more  notably  the  case  with  the  Bank  of  France,  with 
its  comparatircly  feeble  rivals,  tliaa  wit1i  the  Bank  of  Eng- 
land, surrounded  by  the  great  stock  banks  and  private  banks. 
The  last  report  of  the  Board  of  Regents  <A  the  Bank  of 
France  shon's  the  tmnsactions  for  1894,  including  deposits 
of  bills  and  cuirencj-  and  transfers  by  checks  on  the  ceulral 
bank,  to  have  been  61,500.196.400  francs  ($12,000,000,000). 
of  which  45.150,142,500  francs  uTOs  in  checks,  15,098,021,600 
in  bank  bilU,  and  1,252,031,300  (raitcs  in  specie.  Thus 
three  times  the  net  income  of  all  Frenchoieu  passes  annu- 
fllly  through  the  bank  in  the  form  of  currcncj-  or  credits. 
The  regents  remark  that,  "  as  e\'ery  irausfer  represents  a 
pa>inent  and  a  receipt,  there  is  a  movement  of  funds  of 
ninety  milliards  effected  without  the  displacement  of  bills 
or  specie,"  and  they  add  tliat  they  have  a  right  to  say  tliat 
the  bank  "  fulfils  in  France,  without  cost  to  its  clients  and 
without  profit  for  itself,  the  functions  of  the  English  Cleahog 
House."  ' 

The  Bank  of  France  has  kept  for  many  years  an  exact 
account  of  its  daily  receipts,  which  indicates  not  only  the 

Payment  of  balances  v*s  /'595.90a  Tbv  balaacev  Mttl«d  in  tS79->8o 
TtM  09  bigh  u  /S.334.000,  but  oettleraenti  had  ecMed  since  1854  to 
be  nwdc  in  notes,  or  tlicy  would  hnrc  «U(oiI>cd  oar-finb  or  the  drm- 
lalloo  of  Uie  Bank  of  Engtond. — LoadoD  Saaber^  MagariHt,  Feb., 
1896.  LXl.,  353. 

'  AisrmMe  Ghtiralt  Je  la  Banque  de  Fntntt,  dm  31  Janvirr, 
rSpj,  p.  7.  Tb«  fact  that  tnoopy  Innsrcrs  are  so  much  in  excess  of 
iacouie*  ia  due  to  tlie  fact  that  the  incomes  of  tndcra  icptc»cnt  a 
much  larger  volnme  of  tiaosactiODB  than  their  proSts,  which  figure 
M  net  income  Iht  cttlmate«  of  M.  I.eroy-Ueaulieu  and  olhtr  au- 
Iborittes  put  ifac  oct  iaconica  of  Prmcbiaeu  at  ao,ccxxooai00o  frsocs 
(fi.t.nx^noaoou).  equiTulent  to  about  f  107  prr  capita,  or  I5J5  for  a 
(inaily  of  five.— Zn  SiVwrt-  Ji-i  Final fts,  l„  380. 
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vast  aggregate  of  its  transactions,  but  the  comparativdy 
small  part  which  is  played  in  them  by  coin  and  bank-notes. 
The  figures  for  representative  years  have  been  as  follows : 


TKAHSrias  OK 

CHICKS. 


(Id  mLlllont  of  fruici.) 


1817 

534-9 

7.140-9 

. .  ■ . 

7-675-8 

1830 

346.6 

6,406.8 

• « .  • 

6,635.4 

1830 

624.4 

4,833.1 

3,382,2 

7.BS8.7 

IS40 

955-9 

4. 1 50.1 

3.281.4 

8,387-4 

I8S0 

2,327.7 

6,962.1 

3.499.3 

13,789.1 

i860 

6,629.1 

15,411.0 

11,488.4 

33,528.5 

1870 

6,458.1 

33,496.3 

19.037-3 

48,991.6 

1S80 

5.323-3 

32.095.1 

32,7>3-5 

70,131.9 

1890 

3,093.8 

36,437-9 

43.330.7 

82,867.5 

1S91 

3,002. a 

37.990.1 

48,745-0 

89.737-7 

1892 

3,712.1 

35.357-2 

37.451.6 

75.520.8 

1893 

3,168.5 

33.521-5 

38.090.5 

74,780.6 

1894 

2,727-5 

34.921-6 

46.170.0 

83,819.3 

The  exchanges  of  the  clearing  houses  in  the  United  States, 
although  far  from  comprehending  the  transactions  of  all  the 
banks,  have  several  times  been  in  excess  of  $50,000,000,000, 
or  more  than  the  net  annual  earnings  of  the  people.  Clear- 
ing houses  have  been  established  from  year  to  year  in  the 
smaller  cities  of  the  couiitr>',  until  there  are  in  1896  about 
seventy-five  as  compared  with  forty  in  1888,  but  the  clear- 
ings of  the  new  institutions  are  not  large  enough  to  greatly 
impair  the  value  of  the  comparisons  for  the  various  years. 
The  total  clearings  for  the  year  ending  Septenilier  30,  1888, 
were  5+8,750,886,813;  for  1889,  $54,494,754,586;  for  1890. 
559,882,477,513;  for  1891,  $56,803,253,957;  for  1892,  S60,- 
883.572.438;  for  1893,  $58,880,682,455;  for  1894,  $45,028,- 
496.746;  and  for  1895,  $51,111,591,928.  The  transactions 
of  the  New  York  Clearing  House  have  been  carefully  re- 
corded since  1854  and  tlie  following  figures  show  the  pro- 
gressive increase  m  representative  year.s  ; 
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nut  canT.  ftw 

•nt,m. 

CLBJhaitHH. 

CLBABim;*. 

IS54 

•5.750.455.987 

•397-41 1  ■4'>4 

S-a 

iSto 

7.331.143.057 

380.693.438 

5-3 

IS«S 

a6.oj3,3&».343 

(.035.765.108 

4.0 

lft6g 

37.407,oaS,987 

1,130, 318.308 

3.0 

i8m 

«7.604.S».4<* 

r/}36.4S4.83a 

3.7 

1873 

35.461. 05»,  5  36 

i.4;4.5od.oa5 

4-1 

1S76 

•i.S97.a7-t.547 

i,3q5.043.«»9 

M 

iSto 

«S-' 78-770,6';  1 

1,400,111.003 

iSSo 

37,iSa.n8,6ai 

1.S16.S3S.63' 

4.1 

|8»I 

48. 565,81 8,9 13 

1.776.01 8.  i6» 

3.5 

1M5 

a5.350.791 .440 

I.39S.3SS.3S1 

S.I 

1S90 

37 .600 .686, 573 

I.753.a40.l45 

4-7 

1891 

34.o»3.Mw7u 

1.584,63s.  jyo 

4-6 

i8^a 

3^379,905.336 

I.861.S00.575 

S-i 

I«93 

34,43  i.sao.STo 

1,656,807. 1  ;6 
".SH5.341.634 

n 

18« 

24. 230. 145.36* 

»•« 

"8. 16^.379.  t3ft 

1.896.574^49 

6.7 

Several  investigations  during  the  last  two  decades  have 
shown  that  more  than  ninety  per  cent,  of  the  transactions 
Ihruugh  banks  at  the  Itiadiiig  commercial  cities  an;  cttn- 
cLudeil  by  means  of  checks,  bills  of  exchange  and  other 
instrumenLs  of  credit,  exclu.>uvc  of  hanb-notcs.  The  last 
iav-estigation  of  this  sort  in  the  United  Stales  ■^\■as  made  by 
the  Comptroller  of  the  Cnrrcncy  in  i8(>3  and  callwl  upon  na- 
tional bants  to  separate  the  vnrioiis  items  of  their  receipts  on 
Sei»tcraber  15th  of  that  year.  The  result  obtained  was  as 
follows : 


HO.  arr 

TWAi>  nvcBnTi- 

com. 

rim 

CUBBUKV. 

CHBCICIk. 

93.36 

9I-7+ 

84.91 

New  Yodt. 

Olbcr  reeervc  dtta, 

Baalia  eUewherc, 

43 
3.<44 

♦130.976.963 
116.514.334 
83.713.936 

0.11 

o.Si 
3.80 

7.53 

6.44 

n.19 

United  StMM. 

3479 

•33i.«>S.3>3 

1.39 

8.10 

90. 61 

Wliile  the  bewildering  aggregates  of  clearing  operations 
swell  from  year  to  year  with  the  increase  in  business  trans- 
actions, an  opposite  effect  has  been  produced  upon  the  clear- 
1(1 
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ing  house  records  by  the  creation  of  stock  exchange  cleariag 
houses  for  the  settlement  of  transactions  in  negotiable  secur- 
ities. The  first  official  stock  exchange  clearing  house  was 
founded  at  Frankfort  in  May,  1867,  and  it  was  found  that 
settlements  involving  $250,000,000  in  securities  could  be 
made  by  the  payment  of  $5,000,000  in  currency.  The  pri- 
mary feature  of  the  stock  exchange  clearing  houses  is  the 
setting  off  of  sales  of  stock  by  certain  brokers  against  pur- 
chases of  the  same  stock  by  other  brokers,  so  that  the  final 
balances  only  are  delivered  by  the  clearing  houses.  Several 
of  the  stock  exchange  clearing  houses  go  further,  however, 
and  settle  the  entire  money  balances  between  the  brokers. 
The  Berlin  exchange  adopted  the  clearing  system  in  1869, 
the  Hamburg  exchange  in  1870,  that  of  Vienna  in  1873,  and 
that  of  London  in  1876.  Tlie  peculiar  organization  of  the 
Paris  Bouree  has  prevented  the  formation  of  a  regular  stock 
clearing  house  in  Paris,  but  the  same  results  are  obtained  by 
a  voluntary  comparison  of  accounts.  The  system  was  not 
introduced  at  New  York  until  1892,  when  a  committee  was 
appointed  to  investigate  and  report  and  their  report  was 
promptly  adopted.  The  new  plan  went  into  operation  on 
May  16,  1892,  and  has  worked  with  remarkable  success.' 
The  necessity  of  keeping  bank  deposits  to  cover  the  full  pay- 
ment fur  stock  lias  t>een  brought  to  an  end  and  accounts  are 
settled  by  the  payment  of  the  balances. 

The  effect  of  the  withdrawal  of  so  much  of  the  stock 
exchange  business  from  the  New  York  Clearing  House  has 
been  marked.  Comptroller  Knox  calculated  in  1881  that 
$113,000,000  of  the  sum  of  $141,000,000  received  by  the 
State  and  national  banks  of  New  York  City  on  a  given  day 
was  cleared  by  twenty-three  banks  having  relations  with 
brokers.  An  examination  of  their  clearings  disclosed  the 
fact  that  $80,000,000  was  in  certified  checks,  of  which  it  wa.s 
estimated  that  90  per  cent.,  or  $72,000,000,  represented  stock 
transactions.  The  Comptrnlk-r  adinitted  that  it  was  impos- 
sible to  deterinhie  what  proportion  of  these  transactions  were 

'  AlexiiiiJer  D.  Noyes  in  Pulilicat  Scit-nte  Quarterly,  June,    1893, 
Vm,,  260. 
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speculative  uiid  what  proportion  for  investment,  but  he  coiu- 
I)utt;d  tliat  alvjut  ihrw-sfvenths  of  the  whole  receipts  of  the 
Ken'  York  banks  represented  speculative  transactions  on  the 
Stocl:  Exchange.  The  felling  offin  clearings  since  1892  has 
]tot  becu  iiearly  so  great  as  thi»,  and  tlie  broktrs  still  make 
large  inctdcntal  use  of  the  banks,  but  the  establishment  of 
the  Stock  Exchange  Clearing  House  has  introduced  n  new 
factor  iDlo  financial  tran.sactians  which  has  to  be  considered 
in  computing  their  changes  in  volume.  The  record  of  the 
opemtions  of  three  years  through  the  New  York  Stock  Ex- 
change Clearin]^  Hnn!«  is  as  follows : 


VfthX.  VAU'B. 


«5,$aS.fli»      I 


Fiocn  VLvf  14.  18^.  to  Mty  i,  1893. 


From  Mav  1.  1893.  to  Majr  i,  (S94. 
1 1 3.067,400.(300 

From  Uay  t.  iS^.  ("  May  i,  (895. 

913,778,700.000 


4.45o.SSo,ooo 

J. 363.700.000 


U.  "W^at  has  gone  before  is  the  best  proof  of  the  close 
relation  of  the  currency  to  business  transactions  and  thai 
currency  should  be  the  hand-maid  of  commerce  rather  than 
the  iu&trutaeut  of  public  pow-er.  A  gQ\-emmeut  paper  cur- 
rencj-  lias  rarely  he«u  issued  to  promote  the  con^-enience  of 
commerce  and  has  seldom  conlributed  to  that  end.  The 
AucvcAS  and  convenience  of  paper  credit  in  balanchig  busi- 
ness transactions  has  led  in  many  minds  to  a  false  analogy 
between  the  e\"idences  of  such  cre<Iit  and  stamped  pieces  of 
paper,  issTied  by  governments  in  discliarge  of  public  obliga* 
tions.  GovemmciHa  have  even  gone  further  and  claimed 
that  the  power  to  Usuc  paper  pledges  for  general  circulatiou, 
payahle  to  bearer  on  demand,  was  an  attribute  of  sovereignty 
and  could  not  be  lawfully  assumed  by  a  citi/en  or  a  corpora- 
ti«>o.'    But  this  is  not  the  true  theory  of  currencj-.     Expcri- 

*  The  deter niituittou  or  the  leftol  qneslion  in  now  largely  a.  nutter  or 
po>itl%-e  law,  but  it  ttu  admitlrd  ia  Eogltuid  Ibat  at  coouuoti  law  tlie 
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«iice,  A3  well  as  tIi€or>",  liave  proved  that  govenimeot  paper 
money-  is  essentially  different  iu  cliftracter  from  banking 
paper  and  opens  a  Pandora's  box  of  evil  for  cveij*  natiua 
which  issues  it. 

The  difference  between  governmeut  paper  currency  and 
hauk-notes  ii;  not  one  of  experience  or  accident  merely  ;  it  is 
a  difference  which  in  fundninental.  Bniikiug  institutions  are 
subject  to  the  law  ;  the  slate  is  ibe  power  which  makes  the 
law.  Bank  paper  is  based  upon  bustuc^s  transactions  and 
is  limited  by  their  demands  ;  government  paper  is  based 
npou  the  will  of  the  state  and  is  limited  only  by  its  neces- 
sities. The  almost  hivariablc  rule  of  govenimeat  paper 
issues  is  that  one  bcgct-s  another,  until  the  entire  volume 
exceeds  the  legitimate  demands  of  bu-siness,  upsets  values, 
and  goes  beyoud  the  reach  of  restoration  to  the  nietnlljc 
standard.  A  government  is  not  only  not  under  no  restraint 
of  law  when  tempted  to  pass  the  limits  of  safety  in  its  peper 
isstKS,  but  there  are  no  natural  and  automatic  limits  6xed 
by  tlie  conditions  of  the  note  issues,  as  in  the  case  of  banks. 
A  banking  curreno-,  when  not  disturbed  by  the  publican* 
thority,  except  to  enforce  uniformity,  safety,  and  converti- 
bility with  coin,  is  automatically  responsive  to  the  demands 
of  business.  When  business  is  active  such  Q  currenc}'  is 
expansive  in  proportion  to  its  needs;  when  business  slack- 
ens the  notes  return  to  their  issuers  for  redemption,  the 
volume  of  paper  money  ts  reduced,  and  the  parity  of  coin 
and  paper  is  constantly  maintained. 

The  evils  of  go\-emment  interference  with  the  natural 

power  1o  issue  bank-notes  wxs  unmthclcd,  and  in  France  ttie  jiower 
Wft«  freely  tucd  iiotil  after  lli«  crc«1ion  of  the  Itaak  of  Pnoce.  Tfav 
power  of  Lite  gorcraiDeat.  aceonllnic  to  the  soundest  moileni  ibrorin, 
»bouIil  be  limited  to  givliiK  an  oRicinl  certificate  of  Ibe  weiglii  and. 
ftnencM  of  tmllioti  by  fixing  n  titaodnrd  coin  aa  the  unit ;  aDtl  tfac 
failure  in  the  long  nm  to  accomplish  nnyttiing  eW  wm  illnstratod  la 
ODcieni  time*  by  the  clianges  la  price*  which  fnlloweil  Ibe  om  of 
"the  power  of  MTcrdgiily  "  to  dcbue  the  valoe  ofthe  cmob.  Asd  ha* 
licea  illuttniied  ■□  modern  timoi  bjr  the  kimlUt  cbuiKe*  wbicb  baw 
followed  ibcDwoTibeume  [>ower  to  give  nine  to  legol-tenilcrpapftr 
noaey. 
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laws  of  a  banking  currency  are  second  only  to  the  evils  of 
direct  issDCS  of  government  paper  money.  The  very  sol- 
vency and  credit  wbicli  sound  banks  lukve  attained  liave 
been  turned  agaiusE  them  whtm  Ihey  have  been  seized  upon 
to  supply  the  uecessities  of  governments.  This  was  the  ctse 
in  tlic  infancy  of  modem  banking,  when  "  time  and  experi- 
ence," in  the  language  of  Caulillon,  taught  the  Venetians 
that  the  over-issue  of  notes  for  the  purposes  of  war  destroyed 
the  parity  of  coin  and  paper,  npset  prices,  and  dimini.Oied 
the  revenue  of  the  republic,'  It  was  the  case  in  France, 
when  Ncckcr  wrecked  the  Caiue  d" Euotapic  by  the  advances 
which  he  demanded  from  it.  It  wa.s  the  case  in  F.ngland, 
when  Pitt  pumped  alma<%t  dry  the  reservoirs  of  the  Hank  of 
England  to  carry  on  the  Napoleonic  wars.  It  was  the  case 
in  Prance  again,  when  Napoleon,  at  the  summit  of  his  glory 
after  Au.'*terlitz.  returned  to  Paris  to  find  the  Bank  of  France 
compromised  by  advances  to  the  Slate.  It  has  been  more 
recently  the  case  in  Italy,  where  loans  to  public  men  liave 
lieen  gox'erned  by  political  motives  rather  tlxan  the  sound 
rules  of  commercial  tnin>iactions.  It  has  been  the  case  ako 
in  Spain,  where  the  absorption  of  the  note  issues  of  the  Bank 
of  fSpain  in  loans  to  the  gavcmment  has  crippled  commerce 
and  flooded  the  country  with  a  depreciated  paper  cunency. 
The  volume  of  bank  currency  in  these  cases  has  become  no 
longer  responsive  to  the  t>eeds  of  commerce,  but  the  measure 
of  the  hard  necessities  of  the  state.  Under  such  circum- 
stances, as  M.  Clement  Jiiglar  remarks  of  the  ittcrease  in  the 
Bank  of  Eugiaud  circulation  during  the  Napoleonic  wars, 
"We  are  no  longer  tn  the  presence  of  a  real  credit  circula- 
tion, but  of  advances  which  represent  no  commercial 
operation :  which  explains  how  in  more  recent  times  the 
movements  of  circulation,  released  from  this  pressure,  arc 
no  lunger  the  same  and  are  obedient  to  other  influences."  * 

Tlieadi'aatage  which  hanks  enjoy  over  the  public  authori- 
ties in  controlling  the  monetary  circulation  is  due  to  tlieir 
banking  powers.  These  powers  grow  out  ofthc  connection  be- 

'  Eaaixnr  te  Ccmmrrr^,  411-ia. 
'  D^j  Crises  Cammereiales,  »i^ 
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tween  the  volume  of  the  currency  and  commercial  movements, 
but  they  are  exercised  by  peculiar  methods  which  are  be- 
yond the  reach  of  the  most  skilful  and  prudent  public  official. 
It  is  the  power  to  push  the  interest  rate  up  or  down  which 
has  been  proven  to  be  the  regulator  at  once  of  the  foreign 
exchanges  and  of  the  domestic  supply  of  chirrency  and  loan- 
able capital."  No  such  automatic  regulator  can  act  upon  a 
government  paper  currency,  because  the  govemmeut  does 
not  do  a  banking  business.  The  state  is  not  a  money  lender 
nor  a  receiver  of  deposits  payable  on  demand,  Itcanneither 
retain  gold  at  home  by  raising  the  discount  rate  nor  govern 
the  volume  of  its  paper  issues  by  business  conditions.  The 
Secretary  of  the  Treasury  of  the  United  States  has  sat  help- 
lessly in  his  chair,  while  the  gold  reserve  has  dwindled, 
armed  with  no  power  to  arrest  the  drain  unless  an  enormous 
surplus  permitted  the  retention  of  redeemed  notes  in  the 
Treasurj-  cash.  He  found  himself  without  this  resource  in 
the  period  of  redundant  currency  which  followed  the  crisis 
of  1893.  The  result  was  an  export  of  gold,  under  the  relent- 
less operation  of  Gresham's  law,  which  the  machinery  of 
the  government  was  powerless  to  arrest.  The  mass  of  need- 
less pajitr  money  issued  under  the  Act  of  1890  pressed  stead- 
ily upon  the  cniii  and  exjx'lled  tlie  surplus  in  the  form  of 
gold.  What  the  Treasury  proved  incompetent  to  do  was  ac- 
complished in  a  measure  in  the  summer  of  1S95  by  a  syndi- 
cate of  banking  houses,  because  of  llieir  power  to  influence 
the  exchanges. 

III.  While  much  which  has  preceded  is  applicable  to  the 
banking  powens  possessed  by  banks  of  discount  and  deposit, 
without  the  [wwcr  of  issuing  circulating  notes,  there  remains 
to  be  defined  a  jx'culiar  advantage  of  hanking  which  cannot 
be  obtained  witliout  the  power  of  note  issue.  Tliis  advan- 
tage lies  in  the  introduction  of  banking  methods  into  a 
country  in  which  they  have  not  attained  full  development. 
A  hanking  currency  paves  the  way  fur  deposit  banking.  It 
is  much  easier  to  found  a  profitable  bank  of  issue  than  a 

'  \'ide  11,  17. 
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bank  of  deposit,  for  notes  can  be  quickly  put  out,  baticdupoii 
capital  and  the  commercial  paper  offered  for  diiicount ;  but 
deposits  come  more  slowly  b>-  the  voluutarj'  act  of  deposit- 
ors. Depoi^it  banking  is  still  in  its  infancy  otiirUdc  Great 
Britain,  Canada,  and  the  United  States,  as  a  glance  at  the 
rclati^-e  deposits  and  note  issues  of  the  great  Europcrn  bonks 
plainly  shows ;  and  even  in  the  United  States  it  lias  only 
attained  full  development  in  the  great  commercial  cities  of 
the  North.  The  method  in  which  note  issues  pave  the  way 
fur  deposit  banking  is  well  described  by  Mr.  Walter  Bagchot 
thus: 

The  wa^in  wtaicb  ttie  issue  of  notes  by  a  banker  pre{Mir«s  tlie 
way  for  tbc  deposit  of  money  with  bim  U  very  pbiu,  Wbcn  a  pri- 
vate pcrsoD  bc];ini  lo  potacsii  ■  great  heap  of  I)sQk>::otcs,  it  will  soon 
(Irike  him  that  he  li  Inulittf^  Ibe  banker  vciy  ranch,  adiI  thnt  in  re- 
lura  be  isgctliugnothiug.  UecuDa  tbc  risk  of  Icea  and  rolibery  Just 
M  if  hs  vme  hoonlinff  coin ;  be  would  run  no  more  rink  by  the  fail- 
ure nf  Ibe  bank  if  be  made  a  deposit  tberc,  and  lie  woaldbc  free  from 
the  risk  of  kccpiiiE  the  culi.  No  doubt  it  takes  time  before  even  this 
simple  reofioniu);  i»  understood  by  uneducated  miiiil^.  So  strong  Is 
the  wi«b  of  most  people  lo  ieg  tlicir  money  lliat  tljcy  for  »omc  lime 
rondnue  lo  hoard  bank-note*  ;  ibc  a  lontc  period  n  few  do  *o  :  but  in 
the  end  eotnmon-«ense  coaquere.— the  eireolation  of  bank-notes  de- 
crcosca  and  tbc  deposit  of  money  vrilb  the  l>aiikcT  iacreasca.  TIi« 
eredit  of  the  banker  baving  been  efficieoUy  advertised  by  the  note, 
and  aceepled  by  the  public,  be  liveii  on  the  eredit  so  gained  ycara  atitt 
ibcnoie  laauc  iuclfbssceascd  lobe  very  imponaut  to biin.    .    .    . 

A  syatem  of  note  ianae*  1h  iherefnro  the  bent  introdoctioa  to  a  large 
syMera  of  depoail  banking.  As  yet,  b istorkollr,  it  ia  the  only  ititro- 
dnction  ;  no  nalioa  as  yetbn*  arrtred  at  a  great  system  of  deposit 
banking  witbovt  going  first  throngh  the  pcelimiuary  stn^e  of  oole 
issnc  ;  and  of  sucb  note  l-wucs  tbc  quickest  oud  most  cffiacnl  iu  this 
way  fs  one  made  by  IndiTtduab  resident  in  the  district  and  conrenant 
with  it.' 

In  pronf  nf  the  last  assertion  may  be  cited  the  banktnfr 
history  of  Scotlaad,  where  the  issue  of  notes  is  now  a  trifiing 
part  of  the  liabilities  of  the  hanks,  but  where  the  profits  n-ere 
originally  derived  almost  eutircly  from  the  circulation.  The 
Bank  of  Dundee,  fonnded  in  1 765,  had  for  twenty-five  years 

*  Lombawd  SIreel.  Works,  V..  s^-6i. 
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uo  deposits  whatever,  but  subsisted  on  the  profits  of  ils  note 
issues  and  some  incidentil  remittance  business.  Notliing 
could  better  illustrate  the  graphic  vvonls  of  M.  Juglar  : 

The  power  of  creatine  btilfl  faaa  this  f^^A  «jvttabi|^,  that  it  per- 
mits s  bank  to  be  'bom ;  uid  tliU  ia  tbc  important  point  for  muU 
town*,  tax  from  great  centres,  wtiere  the  cbaiioeU  of  drcoLation  of 
tlM  large  banks  fnU  to  penetrate.  Theiw  new  procnix«ii  to  {mv,  adilod 
to  those  of  the  state,  give  a  new  activity  to  exclian^ea  and  place  ■ 
ttew  csptta)  st  the  disporitloa  of  evcr>-Rne ;  nnd  the  rate  of  ioicicat 
tcii<la  to  rail  and  even  the  iutenrit;  of  crises  ia  diminiabed' 


A  baokiug:  currency,  therefore,  foniis  the  readiest  means 
of  iutroducitig  the  use  of  credit  aiid  stimulating  the  produc- 
tion of  commodities  and  the  transfer  of  capital.  A  ccrtaia 
volume  of  currency  of  some  sort  is  absolutely  essential  to 
tlic  CDmmcrcial  life  of  a  people.  The  supply  varies  with 
commercial  habits,  oiid  the  demand  is  greatest  where  the 
use  of  credit  is  least  devela|)ed  and  large  exchanges  are 
made  by  the  method.s  of  actual  barter  and  cash  pnymenl. 
Bankers,  a^  Prof.  MacLeod  so  happily  says,  arc  "  dealers  iu 
credit."  Under  a  fully  developed  credit  system,  the  buyer 
of  credits  is  content  tu  draw  checks  against  the  credit  trans- 
ferred to  his  account,  bccniisc  those  checks  arc  readily  ac- 
cepted as  a  substitute  for  money.  If  checks  are  not  readily 
accepted  and  if  money  Ih  lacking,  purchases  and  sales  of 
credit  are  reduced  aud  capital  lies  idle  and  unproductive. 
Such  is  the  situation  of  a  new  countr>'.  whose  people  have 
neither  bccumc  generally  accustomed  to  deposit  aud  crrdit 
bankiug  nor  have  tlie  power  to  issue  a  credit  currency  be- 
cause restrained  Ijj'  prohibitoij'  laws.  This  poverty  of  tlic 
means  of  carrying  ou  transactions  Li  a  striking  feature  of 
the  condition  of  tuany  purts  of  the  Southern  ami  Western 
sections  of  the  Uuiled  States,  and  the  remeily  lies  in  an  cx- 
p»n$iive  currency  which  shall  make  exchange  easier  and 
aflbrd  the  buyer  of  credit  an  iusirumeut  which  be  can  read- 
ily uae,    The  relative  equipment  of  these  States  in  banking; 

■  Dei  Crita  CommtrdaJa,  185. 
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pon'er  iu  comparisoa  with  the  better  equipped  States  of  the 
Nortlieast  is  illustrated  by  the  following  figures  :  * 


lA^rTIX'! 

kAinnia 

iTATm. 

ro»»-i  rt* 

St  ATI. 

nmB  m 

CjUITA. 

CAtlT-l. 

ItHode  Island, 

<I}77'5S 

Sculk  Dkkota, 

»si.J3 

M«M«cli«telt>, 

3s8.aa 

Georgia, 

18.53 

Now  Vork. 

39«.-4 

Sonih  Carolina, 

13.39 

Connectlnit, 

ST^SS 

M  is^iwjppl. 

lo.ai 

Pcniitj'tvajik, 

Ill.!)l 

Norib  Carallna. 

9*S6 

Illiuui^, 

77.98 

Alabain*, 

7-» 
6.90 

MinscioU. 

65.38 

Aikanaas, 

The  peculiar  advantage  of  a  banking  currency  Issued  by 
a  network  of  local  banks  is  in  affording  banking  nccommo- 
dation  to  all  parts  of  the  cauatn'  where  the  in'stcm  prevails. 
In  this  respect,  if  in  110  others,  a  system  of  local  banks  en- 
joys an  ad\'aut3gc  over  a  great  uatioual  bank  in  promoting 
the  development  of  indostrj*  nnd  commerce,  A  go\'enimenl 
paper  currcncj-  does  practically  nothing  to  promote  the 
iMinking  facilities  of  the  people,  and  a  ^ngle  bank  of  issue 
usually  promotes  the  cownicrcc  of  the  capital  where  it  is 
located  at  the  expense  of  the  commerce  of  outlying  sec- 
tion*. This  was  peculiarly  the  case  in  France  before  the 
establishment  of  the  independent  departmental  banks  and  it 
became  the  case  again  after  those  banks  w«re  deprived  of 
the  power  of  note  issue.  Banking  in  France  was  in  the 
prtmary  stage  of  development,  where  note  issues  were  essen* 

'  Thcue  AKUnssn  talcen  from  the  Report  of  Ibe  Comptroller  of  the 
Currency  for  1895.  p.  51a,  aod  include  the  aKl?rn!"<c  capital,  aurpliig, 
nndlrided  proBla,  and  individual  dcrposiu  of  nalional  banks  on  Joly 
u,  1S95,  and  of  State,  stock  savingis  and  private  banks  and  loaa  and 
trust  companies  at  dale  oriiitot  reportSu  Hie  avetaKe  banking  power 
pet  capita  for  the  rnited  StutM  is  computed  at  I9S.SJ.  It  i«  n  eom- 
moa  opiuion,  unotiK  tliou  wbo  bavc  aluilicd  the  aut>jccl.  lliitt  Ibb 
povn-ty  of  banking  pow«r  in  the  South  has  greatly  siimnlatcid  tlia 
demand  tbcre  for  a  lai|[cr  metallic  circulatioo,  and  tb«l  lawa  provid* 
ing  better  banking  acoommodatioo,  by  jKtinitting  the  ivnic  of  ctrm- 
lating  notes  npod  genenl  banking  assets,  would  do  mucb  to  dimiiiisti 
this  demand. 
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ttal  to  profitable  banking,  and  the  independent  banks  made 
most  of  their  profits  by  means  of  note  issues  and  with  but 
trifling  private  depxreits.'  The  promotion  of  the  banking 
facilities  of  the  capital  at  the  expense  of  other  sections  has 
been  the  feature  of  all  the  great  national  banks  of  Burope, 
— at  Vienna  and  Buda  Pesth,  at  Berlin,  at  St.  Petersburg, 
and  at  Madrid, — and  the  countries  in  which  they  are  situ- 
ated have  lagged  far  behind  England,  Scotland,  Switzerland, 
the  United  States,  and  Canada  in  the  development  of  their 
industrial  activity.  * 

The  power  to  establish  branches  has  not  proved  a  suffi- 
cient substitute  for  the  power  to  create  independent  banks 
in  the  introduction  of  facilities  for  credit  and  in  the  expan- 
sion of  commercial  operations,  where  the  power  of  note 
issue  has  been  lodged  in  a  single  great  institution.  Manda- 
tor)' legislation  was  required  in  France  to  compel  the  Bank 
of  France  to  establish  branches  in  each  department  and  as 
late  as  1865  only  fifty-five  branches  had  been  created,  or  at 
the  rate  of  one  for  700,000  inhabitants.'  The  essential  de- 
fect of  branch  banking  of  this  sort  is  the  system  of  bureau- 


'  The  aggregate  circulation  of  the  nine  independent  banks  in  1847, 
— the  last  year  before  tbeir  suppression, — was  go.ico.ooo  francs  ($18,- 
000,000),  while  iheir  deposits  on  current  accounts  were  only  16,800,- 
oool,  francs  (13.350,000.) 

'  Mr.  Bagebot  cites  the  comparative  history  of  the  Bank  of  France 
and  the  banks  of  Switzerland  in  proof  of  (he  aKsertion  that  "  A  single 
monopolist  issuer,  like  the  Bank  of  I'rance,  works  its  way  with  diffi- 
fiilty  through  a  country,  and  advertises  banking  very  slowly."  The 
notu  issues  of  the  Bank  of  l-"rance  iu  1865  were  equal  to  /"i  1  i,ooo,ooo 
and  the  deposits  were  only  /"is. 000,000.  The  Swiss  banks,  on  the 
other  hand,  showed  note  issues  equal  to  ^761,000  and  deposits  of 
/"4, 709,000.  The  private  deposits  of  the  Bank  of  France  had  risen 
on  July  11.  i.'igg,  to  426,390,693  francs  and  private  deposits  at  the 
branches  were  62,873.753  francs,  but  they  amounted  together  to  less 
than  one-seventh  of  the  circulation,  which  was  3.503,503,170  francs. 

'■  Scotland  at  that  time  had  a  branch  bank  for  every  5100  of  her 
people, — llie  equivalent  of  137  limes  the  lianking  facilities  of  France, 
A  like  mulliplicaliun  of  bankin;;  facilities  in  ihe  latter  country  would 
require  lo.tnjo  branches  of  the  Hank  of  France  and  the  number  of  all 
classes  had  risL-n  in  1S95  to  only  259. 
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crac>'  under  wliicli  it  is  usually  couducted  aad  the  absence 
of  sympatliy  between  local  business  interests  and  tbe  direct- 
ing authority  at  the  head.'  The  effect  of  such  a  system  also 
in  attracting  dcpoat*  and  solvent  bonowtas  is  vcrj"  diHcrciit 
fiom  that  of  a  bank  managed  by  men  of  whom  something 
is  known  in  the  locality.  The  first  branches  of  the  Bank  of 
France  proved  unprofitable,  bnt  the  independent  depart- 
mental banks  which  fuUowed  them  earned  unusual  divi- 
dends. The  reason  for  the  difference  is  hinted  at  by  M. 
Horo  as  follows :  * 

Tbd  couTitiyman,  prudent  snd  timid  in  his  nature,  ronfirirs  his 
ttnall  MvJngB  williasly  aiiljr  to  those  whom  he  pertioniilly  knows, 
on\j  to  Bn  association  sprang  from  the  heart  of  the  local  communiiy, 
only  to  a  baiikcroiicd  and  directed  hy  men  vvho  hare  de«proot  in  the 
locatity,  only  to  institutions  in  which  be,  bis  Rlativn,  or  his  frienda 
are  difectly  InterMtcd. 

Branch  banking  may,  however,  prove  of  great  ^-alue  in 
promoting  banking  facilities  if  absolute  monopoly  of  note 
issues  does  not  prevail  at  the  centre  of  the  system.  The 
F  competition  of  a  few  great  banks,  antborizcd  to  issue  their 
own  note.1  through  their  branches,  has  pro%'ed  more  sticcess- 
ftU,  in  equipping  Scotland  and  Canada  with  facilities  for 
credit,  titan  the  Ry.stem  of  smaller  local  bank.*;,  without  tlie 
power  of  issuing  notes  upon  assets,  ha*  proved  in  the  United 
States.  A  system  of  strong  central  banks  with  nnmcrotis 
branches  menus  a  much  wider  extension  of  banking  lacili- 
ties  than  would  be  possible  where  each  bank  was  indepeu- 
(lenL  It  means  not  only  the  ready  tninsfer  of  capital  from 
points  where  it  is  plentiful  to  points  where  it  is  lacking,  but 
it  means  that  a  commuuity  too  small  to  support  an  indepen- 
dent bank  may  enjoy  the  advantage-  of  a  branch.  A  single 
oSicial,  possessing  knowledge  of  local  conditions,  would  pre- 
side over  a  branch  und  take  the  place  of  president,  cashier. 


'  V.ttti  the  «lo<r  pTOgrvsa  of  popotar  erwtll  banks  In  France  was  at- 
tributed to  the  system  of  cculralizatiou  which  govcios  bcr  fiiUDcul 
policy,  by  tliejurjoii  MfcLil  eeonomy  of  the  rarin  Kxpusition  uf  iK)9. 
— ^ofifomie S/xiatf,  ^ar  Lfon  Say;  Rapport  (ShttrxtS,  333. 

*  La  Liketti  dts  ffanfuet,  43S. 
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nnd  board  of  directors  of  ah  independent  locai  bank.  A 
siuall  branch  would  involve  no  luvestineut  iu  an  Idle  coin 
reserve,  for  the  funds  of  the  branch  would  cxinsist  in  tlie 
notes  of  the  parent  bmik,  wliicli  would  represent  uo  ex[ 
until  they  were  issued.  The  system  of  branches  has  re-' 
suited  in  Scotland  and  Canada  in  the  ready  transfer  of  tb« 
savtnjpi  of  the  agricultural  sections  to  the  manuracttiring 
cities,  while  the  braiichcji  iu  the  cities  have  ilood  ready  to 
furnitih  capital  fur  the  farming  districts  on  the  less  frequent 
occcusioits  when  it  has  been  needed.  The  transfer  of  capital. 
in  this  way  has  been  carried  on  to  some  extent  in  Kngland 
by  the  practice  of  rediscounting.  but  (hi*  prevents  accurate 
knowledge  of  many  of  the  facts  regarding  the  paper  offered 
for  rL-discount,  which  would  be  known  to  the  central  hank 
under  the  branch  system  and  involves  elements  of  danger 
readily  understood  by  c\'cTy  hanker.' 

IV.  One  of  the  essential  conditions  of  a  sound  cuirency  i* 
redemption  in  coin  on  demand.    This  is  the  tonchslone  and 
proof  of  the  equality  of  paper  with  coin  and  of  the  mainte- 
nance of  the  standard  of  value.     A  banking  currency  is  usu- 
ally subject  by  law  to  the  condition  of  coin  redemption  ;  a 
government  paper  currency  is  rarely  iubjecl  to  such  a  con- 
dition.    Got-crnmenls  seldom  resort  to  the  issue  of  pAper 
money  until  their  lack  of  credit  impairs  tlieir  other  rcaourcrs. 
Their  issues  arc  then  expanded  to  the  point  where  they  be-' 
come  redundant,  even  after  they  have  driven  out  all  other 
currency  and  filled  its  place.     An  issue  too  small  to  Iwcorae 
redundant,  and  which  was  maintained  steadily  at  par  with 
the  metallic  stiudard,  would  be  too  smaU  for  the  purpOAeSJ 
which  URually  control  the  action  of  go%*eruments  in  re«otttnf ' 
to  paper  currency. 

Kvcii  a  limited  issue  of  paper  h  maintained  at  par  by  a 
govemmcut  with  much  greater  difficulty  than  by  well  regu- 
lated banks.  The  reason  ts  fundamental.  Ooremntvtits 
hai,*e  no  quick  assets.     The  advocates  of  government  pnper 

'  "  Tbc  RhoKa  c^ancclc*)  witb  rviliacount  by  ficlitioui  bills  arc  tt- 
frcluatlT  ptevenleil.  aad  llie  ImuiL  can  tiior«  rca<l!l<r  iffgulaic  iu  ai^ 
TBocn  in  Rcear<Uiic«  wiib  its  mtasa."— Oillxrt,  It.,  no. 
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rmoney  are  fond  of  declaring  tlint  a  national  currency  is 
bnsed  OH  the  aggregate  wealth  and  credit  of  the  entire  na- 
tion. But  they  miss  tlic  purpose  of  currency  and  of  baoks 
of  issue.  It  is  itot  wealth  in  the  abstmct  which  currtnc>' 
most  represent,  but  quiclily  negotiable  wealth.'  The  essen- 
tial question  in  regard  to  government  paper  money  is  not 
Kvhelher  go\'eniment  aud  people  have  wealth,  but  whether 
the  government  is  equipped  with  negotiable  assets  to  do  a 
banlciag  busitiess.  Mirabeaa  mi&sed  this  distinction,  in 
urging  the  is^ue  of  the  assignais  upon  the  French  A&sembly, 
vben  he  declared : 

They  reprewtit  teal  property,  the  most  secure  of  all  possessions,— 
the  land  on  which  wc  Ircad.  Why  is  o  incUllic  circalntioti  tolid? 
Bec«afie  it  b  based  upon  subjects  of  icnl  and  dunblc  value,  as  the 
land  which  in  iliieclly  or  i ndi recti y  the  noarce  of  all  weullh.  Paper 
nioney,  wc  uc  lohl,  will  iKcocac  Bnpcratrantlatit ;  it  Muill  dnve  the 
metallic  out  of  circulation.  Of  what  pnprr  ilo  ynu  wpr.ik  ?  If  of  a 
paper  without  a  solid  basis,  undoubtedly  ;  if  of  one  based  oo  the  firm 
foundation  of  landed  property,  never. 

It  was  a  plausible  argument  and  if  it  was  a  smmd  one  the 
French  paper  money  should  not  have  depreciated  below  par, 
because  it  did  not  for  a  long  time  exceed  in  volume  the 
valite  of  the  national  domains  which  were  pledged  as  its 
sccuritj*.  Bat  thu  asrigna/s  fell  until  tbcy  were  worth  one- 
thousandth  part  of  their  face  value.  The  gm'eruineut  then 
put  the  theory  of  landed  security  to  a  clo<scr  test  by  i<uiiing 
territorial  mandates,  redeemable  in  land  on  demand,  but  they 
fell  also  to  one-fortieth  part  of  their  face  value  and  few  hold- 
era  were  disposed  to  take  the  scattered  domains  of  the  state 
as  the  equivalent  of  current  mouey."    The  distinction  be- 

*  "  A  relative  of  nine.  C.  Poulctt  Thomaou,  alterwanl*  l^rd  Syden- 
luun,  many  years  since,  u^tcd  to  sjij  to  mc  that  nolbiog  wtis  easier  to 
conduct  than  the  buducsis  of  a  iMnker,  if  he  would  only  leum  the 
differs  nor  between  n  mnrtgngc  and  a  billof  eTcbsnfie."— Hnaltey,  35. 

*  As  Uhinqui  tcnely  puts  it,  in  comporiiif;  the  asstgnats  with  the 
Uole«  of  the  Bank  of  Kugland  during  the  first  years  of  suspension. 
"The  one  sort,  exchangeable  for  land,  were  worth  nothing;  the 
Others,  ahboUKb  deprived  of  their  specie  Kuarantec,  preserved  their 
Doniinal  vnlat." —/fisMrg  d"  Sw/tofnie  fbliti^iir  en  Europe.  II..  176. 
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tween  such  security  and  the  security  of  institutions  doing  a 
sound  bankiugf  business,  while  not  always  grasped  by  those 
unfamiliar  with  the  subject,  is  of  supreme  importance. 
Banking,  in  the  technical  sense,  consists  in  dealing  in  com- 
mercial paper  for  short  terms.  Few  governments  have  any 
quick  assets  beyond  the  actual  coin  in  their  vaults,  while  a 
well-managed  bank  has  assets,  in  the  form  of  commercial 
paper  and  securities,  in  excess  of  all  its  liabilities,  both  to 
note-holders  and  depositors,  of  which  all  but  a  small  per- 
centage can  be  quickly  turned  into  cash.  The  government, 
beyond  its  actual  cash  in  hand,  has  only  two  corrteponding 
resources  — the  pledge  of  public  property  and  the  power  of 
taxation.  Custom  houses  and  highways,  field  guns  and 
ironclads,  are  not  the  sort  of  assets  which  can  be  quickly 
marketed  or  put  in  pawn  to  borrow  money,  and  the  power 
of  taxation  is  even  less  e£&cient  as  security  for  a  banking 
business.  It  is  in  th^  nature  of  an  assessment  upon  the 
stockholders,  which  is  a  worthless  resource  during  solvency 
and  is  resorted  to  only  for  liquidation  after  suspension  of 
payments.' 

Tlie  peculiar  strength  of  a  banking  currency  lies  in  the 
enormous  mass  of  quick  assets  behind  its  demand  liabilities. 
The  United  States  Treasurj-,  even  if  all  its  financial  opera- 
tions of  receipt  and  disbursement  are  viewed  as  banking 
transactions,  handles  less  than  one-fifteenth  of  the  average 
quick  assets  of  the  banks  of  the  country  and  an  infinitely 
smaller  proportion  of  their  gross  receipts  during  the  year. 
The  largest  balance  in  the  Treasury  in  recent  years  was 
$778,604,339  on  Jnne  30,  1892.  The  aggregate  capital,  sur- 
plus, UTidivided  profits,  and  individual  deposits  of  national 
and  State  banks,  loan  and  trust  companies,  and  savings  and 

'  "  The  Trcasurj-  is  like  a  bank,  iti  which  the  stockholders  are  liable 
for  nil  its  debts,  ami  have  bound  111  em  stives  to  put  in  ample  cash 
cnpit;]]  whenever  it  is  wanteJ,  but  in  which  no  cash  capital  has  yet 
been  called  up.  The  Treasury  has  no  bills  receivable,  no  promises  of 
other  people  to  pay  ils  f,'olil  coming  due  from  day  to  day."— Charle3 
C.  Jackson,  "  Why  Leyal  Tender  Notes  Must  Go,"  Sound  Currency, 
\a\.  in.,  No.  2,  p.  3. 
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private  banks  in  the  United  States,  according  to  reports  on 
or  about  that  date,  was  $6,390,094,128  and  the  same  items 
about  June  30,  1895,  were  $6,703,544,084.  The  capital  of 
the  banking  institutions  of  the  country,  therefore,  was  not 
less  than  eight  times  the  cash  assets  of  the  Treasury  of  the 
United  States  and  was  much  less  restricted  to  special  objects. 
For,  of  government  funds  on  June  30,  1892,  $141,325,339 
was  set  aside  for  the  redemption  of  gold  certificates  and 
$326,880,803  for  the  redemption  of  silver  certificates,  leaving 
only  about  $310,000,000  to  meet  all  other  demands  both  for 
daily  transactions  and  for  the  protection  of  arculating  legal 
tender  notes.  A  portion  of  the  funds  of  the  banks  are  set 
aside  for  special  purposes,  but  in  no  such  proportion  as  those 
of  the  Treasury. 

Turning  to  the  actual  flow  of  money  through  the  Treasury 
and  through  the  banks,  the  proportion  is  still  greater  in 
favor  of  the  banks.  The  gross  receipts  from  all  sources  of 
public  revenues,  including  the  postal  service,  during  the 
fiscal  year  1895  were  $390,373,203,  or  a  little  more  than 
$1,000,000  per  day.  The  gross  receipts  of  the  banks  can 
only  be  partially  ascertained,  but  the  transactions  through 
the  clearing  houses  alone  during  the  year  ending  September 
30,  1895,  were  $51,111,591,928,  or  an  average  of  nearly 
$i40,ooo,oc»  per  day.  In  the  stream  of  money  pouring 
through  their  hands,  available  to  meet  current  demands,  the 
banks  of  the  United  States  are,  therefore,  nearly  one  hun- 
dred and  forty  times  stronger  than  the  Treasuiy. 
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(Tbc  nxnies  of  impoiUuil  tMoks  will  be  found  uader  the  distlneUve 
part  o(  tbc  noiDG  ratllcr  llioa  ondcr  tbc  title  "  Bank.") 


AceoBniodatlou  billi.  468. 
Aftica,  SouUt,  banking  In,  448- 

AlabMRta,  cxprritnenUi  vrith  3tAtc 

baokinK,  iJ»-J4- 
AljfCTWh  B«uk  of,  45t. 
AnulenLun,  Uatik  of,  origin,  359 ; 

method   Qf  redmiplion,    sAo; 

failure,  361 ;  fnilnra  to  prvvtct 

credit  cmts,  468. 
AiliitmKC  <-uutTibutei  lo  lelUe- 

mcnt  of  I'rencb  war  imlemnity, 

66. 
Arxcntinc  Republic,  buikiofiis, 

4I0-32 :  sixKululion  before  1 890, 

AMCta,  nccYUitv  tbat  they  be 
quirlet^  ncKotiabk.  ij-is:  in- 
eflideucj'  of  govern  tncut  a&seLs, 

574-75- 

Autgn^is,  itvac  and  abandon- 
iDcntin  France,  49;  Uirabcau's 
niitcoiicciiiiou,  S7j« 

Alkinsoo,  l'M«rard,  trpinion  tbat 
ceniticates  of  deposit  are  not 
Hilijeet  to  fedCTol  tax,  ^65, 
oolv, 

Aattnlia,  banking  sjitem  of.  or- 
ganlutkin,  44}:  expaiiMtin  of 
loAna  on  land.  444-.1J  :  clouds 
in  the  fulutc,  44.t-46:  witb- 
drswal  of  Biitiiib  (Icposits,  5x3 ; 
criM»«f  i8<)3,  551-53- 


Austria,  National  Bank  of,  fonn- 
dalioii.  SI4'.  effect  of  specie 
auspenuon,  316;  attpmpt  lo  re- 
sume. siS;  TCgutOlioUS  IJOTCTU- 
in|[  circulnlioii,  330  ;  converted 
into  Auntrio-I  InnK^nan  Bank, 
3i3;  loanioaMCUiilicsin  1873, 

Austria,  stnigftlM  with  poper 
money,  909-313;  efforts  to  nt- 
suiticBpcdep-irtnetHR.  3t6-i8; 
tuiion  with  llungaiT,  a» ; 
adoption  of  tLfAA  ataiidMiil,  125- 
37;  iTtiirment  of |MpcT  money, 
318 ;  dcln,T  in  Tcsumptioo,  aag ; 
dcvclopuicut  of  deposit  nttifi- 
cnlM,  IJ4. 

Auilro-lluuRarian  Bank,  formed 
from  Kfttional  Bniilcof  Austriti, 
333;  ruin  govcruine  circttbi- 
UoB,jij-a4:  re<]uirea  to  estab- 
lish {(Old  piiyiiienta,  217;  man- 
agement of  the  Iwiii:,  351  ;  rate 
of  discount,  232:  proposed  re- 
cluirtcr.  3A1. 

Ayr  Bonk,  bucd  upon  landed 
'security,  141 ;  failure,  144- 


n 


Basic  Act  of  fH44.  approved  by 
Sir  Rot>*Tt  reel.  Ijti;  pnipfisc 
of  tbc  limit  on  aaibonzcdcir- 
cuUiiou.  Ill  :  oii-ratlou  of  tbc 
adiu  1IJ47,  134;  fuiluTC  to  coa- 


IH 
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tract  circulation.  116 ;  effect 
uiwn  u«tifcrrdil  iciAUumcnl*. 
J3S;  tQicuBifica  crisis  of  1&17. 
4SS;  bcodiaal  ciTcctfi  of  sus- 
penaion.  490 ;  ftuspcusioa  in 
I^STi  497  •  •iMpenfion  in  1866, 
205-7 :  proposed  lutpestioa  in 
1S90.  5*3. 
Benkiiift  carreucy,  tlieory  una 
fnirpoae,  1-^  :  sbuuld  not  be  lu> 

Srimncil  within  iixcil  limit*.  6 ; 
on  not  add  torxisiiriKcspilal, 
8-to;  ncccseityoriiquitlaascu, 
14;  voturacthouldtx:  rej^Iaied 
by  foreign  cxcbiiDfcr«,  16-17; 
^onth  of  cotnturrcial  trniiKac- 
tioost55i;  ocoooray, S56 :  cvtts 
of   government    interference, 

f  64-45 :  promotes  depMit  bonk- 
OS.  S**?-^;    A<U-ani«Kc«  over 
gorvcnimeiit  paper  monc;,  572- 

75. 

Bmokia^,  orlj^  in  Italr,  21 ; 
deposit  booKiug  aUibliilicd  b)r 
the  Jewi,  33  ;  modern  cvstcui 
of  Dole  tsstie  iiot  d«v^oped 
nntil  leventeentli  eentury,  *4 ; 
offeclett  by  ecuiiouiii:  cri«««. 
457-59;  expntmion  in  recrnt 
years,  5s6:  cleuing  hooBc  >ta- 
tistica.  557-61. 

"BHDkini;  rrioriplc."  dbtinfn)- 
ivbtdfrotn  currency  principle,  7. 

Bank  money,  used  by  Bank  of 
Hamburg,  195;  by  Bank  of 
Atanerdam.  359L 

Bank-DOteA,  d  ilTeren  t  from  moaci?, 
1 :  rtpresent  commoditiet  in 
ezcliange.  \  \  not  tlie  caQse 
of  comtncrcul  crlftca,  1 3 :  iliould 
be retlccinabte in  coin,  13;  «!• 
vuiUkc*  over  coin  in  Scotland, 
i;7:  pii'fcncd  to  coin  in  bttnk 
fciJurvii,  165;  promote  bnnkinp 
in  Pruwin,  1K4-85;  not  Ibe 
eau»eorcrii«a,465;  connection 
iriib  criKis  of  iSio,  471. 

Bank,  oneio  of  tbe  won).  33. 

Banqtie  on  Teuple,  of  Kloniival, 
fonnibtlon,  590;  fmlntc,  jcry. 

Barine  Brotbcrs  and  Co.,  aMist 
Bank  of  Entcland  in  iS^^  aSb; 
Imy  Frmch  »ecuritie»  >n  1847, 
491  :  iu\estmtnt»  io  Arfjeutine 
Republic,  ji^;  failure  in  ilj^ 


530-32;    effect   of   lUlure    in 
Uniied  State*.  524. 
Bavaria,  pro\ision  for  new  faaiik. 

304- 

Belcinm,  prapo*ca  Latin  LTnion, 
6|,  JJS  ;  foundation  of  Ibo  iv 
etiti  Otu^raU,  931;  railureof 
banking  on  landed  tectiriiv, 
353;  Tbe  National  Bank,  353; 
experience  in  Franco- t'mnuiu 
war,  354 :  ocjrantution  of  Na- 
tional Bank,  asSL 

Btddic,  Nicbolfts,  becomes  Pnr»- 
i<U-iit  of  Bonk  of  tbe  I'niird 
States,  303 ;  optK>*e«  bringing 
the  bnnk  into  polttic*,  304  ;  dies 
insolvent.  307;  Bpecufation  in 
cotton,  4S4. 

BilU  of  eKchonge,  nscfal  to 
CborcbofRome,  14:  earl;nae, 
555. 

Black  Friday,  iu  Bngland,  505. 

Bland'AlUkon  Act,  ^7j ;  can»c» 
vitbdiBVal  of  furciKn  capilal, 
536,  note ;  offered  n»  *ub4litut« 
(orSbennan  law,  341. 

Bolivia,  banking  '"r  436. 

Bonaparte,  Nu}ioIeon,  decree  for 
a  national  bonk,  51:  reoreaa- 
lEnBankof  Prance,  5):  cncctt 
of  abdication,  53 ;  dfect  of  Ber- 
lin decree  on  trMe.  47u;  Jift- 
nstcn  iu  Rns»a,  473. 

Bonds,  issues  of  i^4>  544!  ayn- 
dtcate  contmet  of  1^,  546-49; 
bsue  of  1^^  $yy. 

BtMion,  hnnka  of,  early  instita- 
tions,  31 3  ;  conipetilion  of  croun- 
tr^  bonks,  JI7:  Suffolk  !&• 
deiiipiion9y3lem,3i8;  conduct 
in  1861,  5)  J. 

Bonne  of  l*Brii>,  44.  note. 

Brancli  backiuK-  Scotch  banks 
in  England,  r54;  Ixncfita  l» 
Scotch  industry,  160;  sncefSK 
in  Caaatla,  Afy-ii  :  taut  a  anb. 
stttnte  for  independent  banks. 
S;o;  advaotasea  where  tbetv 
are  stronx  competlag   bauk^ 

571-7'. 
Branch  draAs,  issued  by  Ihuk  of 

the  United  Slatn.  .vil- 
Bruil,  bank*  oil  4!ft-»0. 
Uriliih  India,  banking  in,  4,}}— 

i'l- 
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Bnliab  Ltaca  Compauy,  143. 
Bninsw-klc,      Bank     cT,      rcaiats 

[iiip«rial  lMnkiBffp«llc)r,  303. 
Bul|nn&,  KAtional  Bnnk  oT,  3S4. 
fittlQon  Report,    results  Irom  a 

motion  by  Mr.  Homer.   104: 

the  facta  provKtl,  106 ;  fcatuiea 

of  Ihc  report.  107-91 
Butt,  Aarou,  BC«ur«a  charter  of 

ftlaabattan  Coiupany,  533. 
BtistucM   men,    failure  to  grup 

llieorj-of  curwucj,  loj. 


Caisst  d'Ettmnpu  dit  Com- 
mtrct,  esUblbiicd  in  Fmnce, 
46:  embarrassed  bv  dctaanda 
of  Calonae  and  Kcckcr,  4S ;  rc- 
cstaMulicd  i:i  i]<fj,  y>:  at>- 
M>rb«<l  by  fittiik  of  Frtinc«,  51. 

Call  lo«nB,  not  available  in  a 
crtsb,  14. 

Calotuie,  diverts  Caisse  d'Es- 
COtHptt  tn  pnblic  iiHro,  4& 

Cambodia  banking  in.  45% 

Cauadlan  bankiug,  carlj  bi»- 
tory,  38"-93 ;  pmpcAiJs  for 
tecuredcircuUtioin,  393 :  mania 
for  fiGC  b«ukinf{,  3^  ;  ihhc  of 
Deniinioa  uotra,  395 ;  efTorU 
for  secured  circiuation,  396; 
extension  of  charterx  in  1S70, 
197 ;  odvantagvii  of  recent  leg)*- 
TatioQ,  399:  secuiit^  of  note 
isaues,  399-400;  clBHudtjr,  401- 
3  :  redeuiptioD  a^i-ndea,  403 ; 
methods  «f  exaiaituitioa,  4<U- 
S  ;  fuilurcf^,  406-7  ;  rcMTvcs, 
\i&  :  Urge  c«pi  tal  and  br aucbes, 
409-11. 

Caualf,  devetopmeut  tu  Eng- 
land,  46S :  Erie  Canal,  4S0 ; 
Suez  Canal,  510. 

Capital,  not  increased  br  note 
iMuea,  S-io;  iCKulaled  ny  law 
ofauppljr  and  demand,  ig;  ac- 
cumuJatioa  after  a  crisis.  436 ; 
rinking  hi  unproductive  entcr- 

S  rises,  461  ;elFccto[cHseaiipoa 
iatribat-ioa,     463-&4 ;      with- 
drawal from  CniieU  Stales  io 

Carllue.  John  G.,  proposea  new 
liankinjc  system,  jSo-Si;  pro- 


poses changes  in  oational  bank- 
mjt  net.  383-85. 

Caab  credits,  creation  by  Royal 
Bank  of  Scotland,  16:  ;  nilvan- 
lagM  to  Scotch  indueiry,  i6,|. 

Central  America,  bankB  of.  42S- 
30. 

Cbambcrlnin,  Hn](h,  plan  for 
Land  Bank,  84. 

ChaAC,  Salmon  P..  conference 
witb  New  York  bunker:*,  349; 
interpretation  of  Act  of  iMi, 
3jO  ;  iaauea  demand  noti^s,  351- 
33 ;  reliea  upon  lontis,  335 ; 
recommeods  tianking  syBtem, 
357 ;  pnrpoae  to  pay  bank-ootea 
in  specie,  361 ;  rccotmticnds 
taxation  of  state  notc»,  363. 

Cheque  Bauk,  established  in 
l^udcu,  iz$. 

CUile,  tMukinfc  in,  416-1S. 

China,  banking  in,  441, 

Circulation,  rcgnlatioos  govem- 
iog.  Italy.  36.  28.  31.  3a; 
France,  38,  61 ;    England,  93, 

113.  116.  118.  l<9>  (>■■  133; 
Scotland,  145.  159:  Germany, 
183,  189,  199-301 :  Austria,  ato, 
314,  330,  323,  314,  3'S;  Kusua. 
345:  Firi^  Bnok  of  tbe  Vnitcd 
Statca,  389;  Second  Bank  of  the 
United  States,  301 ;  Uaasacbu- 
setls,  312-14  :  >ew  York,  333, 
316;  Michigan.  32S;  I^ouuiiana, 
3^7  :  WiscoHMn,  J41  ;  under  na- 
tional banking  9V5trn],3.S9,  3fi6i 
3*59  ;  Canada,  393.  39^  395,  397, 
399-401,  4-^;  Mexico.  415; 
Cbilc,4i6-iS;  Brazil,  4i=i;  Ar- 
Kculiiiii.  431  ;  Cniguftjr,  434  ; 
Veueiuela,  435 ;  Colombia, 
416;  Ecuador,  436;  Haiti,  437; 
Salvador,  438;  Nicam^a,  439; 
Guatemala,  439:  Martinique 
aud  Guadeloupe,  430 :  India, 
434, 4^  :  Jaiiau.  437,  439;  Chi- 
nn,  441 ;  Persia,  443;  Australia. 
443  ;  South  Africa,  448  ;  Co- 
cfain-Chiuo,  4^ ;  Algeria,  431 ; 
Senegal.  451. 

Citjr  of  Gla-iftow  Bank,  frnipen- 
Bion  in  1857,  149;  failure  in 
1878,  150;  effect  upon  unlim- 
ited lid  biliiy,  151. 

Clay,  Heuiy,  deniea    power  of 
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Conijima  lo  cirata  n  hnok,  39J ; 
•upporta  second  Bank  of  tb« 
Uuitcd  State*,  303- J04  ;  reeolo- 
tioii  to  censure  JackBOD,  306. 

CleuiDg  houses,  itbnnkBKc  of 
tmuacUoac  in  1&94,  5J16  ;  Uatis- 
actiooB  iu  L^ndoti.  5 j)> ;  tiant- 
««tioii9  in  United  Suie«,  560- 
61. 

Clcsring  HfliiM!  rcTti ficnte*,  it- 
aucs  in  L'liitcd  States.  513: 
cITecl  of  issues  iu  lijilt,  sih; 
iasuesia  1693,  3^7' 

Cleveland,  Grovrr,  recommends 
eoirener  reforiu,  179 ;  efforts  to 
lepesl  bbcrmBU  Ihk,  534  ;  8uiu> 
mons  extra  MMion  of  Coo^rew, 
53^ ;  oppoMii  »ili-er  oompro- 
miw.  sja;  rpcomtncndc  relirc- 
nicnioflrgal  tciitler  notes.  545  ; 
«uuouiii-e«  ayu'ltmc  cuDtTacU 
546  1  aitnin  rccaninienil)!  rrtire- 
ment   of    legal    lender    notes, 

Cocliin-Cbina,    banking   aj^ateui 

of.  4S«. 
Coin   ie«erve,    relation    to    note 

iuaes.  13;  Ibe  Enj;lifib  tytXxm. 

14;  afiected  b^-  witbdrairaU  of 

depotiii^  IS' 
Cnlotnlnm,  tnnkinE  in,  435. 
Colonial  Bdok  of  London,  di^ 

tribuiion  of  circulaiiou,  431. 
Ctfinfiax nie  itci  Indfi,   d«\*«lop9 

from  ibcbankof  Jvbn  l^aw,  4;  ; 

fnlt  nf  tile  clock  and  readjust- 

mcnt  of  property.  45-46. 
Conueeticui.  bank<uole«  affm-ted 

by  depredated  fufeijju  jiaper, 

317. 
Consols,  onfcin,  9a,  note;  eSect 

of  couvenion  in  iSas.  475-7*; 

conveniiou  in  iSSS,  ,sitl, 
Con^omio,  e»tabli^ed  iu  Italy  in 

1^71.  99- 
"Coroenng"  fnoney.  not  prae- 

tteable  under  free  bnnling,  19. 
Cmia  Rka.  banking  »ji^lrtn,  430i. 
Cotton,  subject  of  Biddle'*  «pc- 

cnlaLions    a^ :    new    markets 

opened  )u  1S61,  501, 
Council    bslb.      Hale    I>7  Indioii 

ItOVfnitnrr'  '-    I—..l-f      •■t. 
Crii»f..i<i,  ■.' 
Bank  of  i: 


Credit,  giec«  nonetary  valiM  la 
gold  as  well  st  paper,  3  ;  nae  trf' 
cbccki.  10;  seenift  lo  multiply 
Mi]>ital,  10:  effect  on  criac*, 
434  "SS  '•  relation  lo  note  issoea, 
465  ;  ceouomj  in  UK  of  coin, 
336 ;  pTDportiou  is  receipt*  of 
Itink  of^I-'rance,  560;  propor- 
tion tn  traiiuiKtiona  in  Vniied 
Slates,  361  :  promoted  by  a 
banking  ciiTtency,  568. 

Crimean  war.  euiecL  ou  com* 
nierce.  495,  498. 

Ctmcs,  not  caiucd  by  bank-note 
btttcs,  13 :  dblinctiTc  clat>#c», 
433 ;  oriiciu  ••'■■1  dei^lofoicoL, 
454 ;  effect  on  niercltandiae 
mnrketK,  436 ;  elTeel  anen  bank 
scvi)utit&  457-5-^;  auvanlafiea 
of  liberal  accoiiimodBtiot),  459- 
60 ;  Miiikiiix  of  capital,  461-03 : 
effirvt  upon  disiriliulton  nf 
vreuilb.  4^3  ;  inllucnce  of  bank 
twtce,  443;  eoilv  bistocy,  467; 
criftW  of  \j^\,  4^-70;  of  ilti^ 
47C^7»;  of  iST4-i9,4;)-;3;or 
1*33.  -175-79;  of  "*37-3*.  479" 
87:  of  1R47,  4S7-9':  of  'SS7. 
4W-99;  of  1864-06,  49»-.Vi«  ;  of 
1073-7*  S09-'4:  ol  iSS»-ai. 
SM-iH;  of  i!t93^  3ift-a3;  ctf 
1893.  534-54. 

Cut»,  Spauisli  Banic  of,  43>> 
Cuirency  principle,  distititiiiikbed 

from    bankUiK     pnnciple.    7 ; 

iwloiilcd   by    (^r  Robert   Peel, 

1x1 ;  iitnore*  uae  of  credtl.  (33  ; 

failureiu  tbecriaiiorilt44,  194; 

conueetion  witb  connettibtlity 

of   ni>(e«,    137:    advocated    in 

Canada,  39>-93- 


Dallai,  Alexander  J.,  plan  1^  % 

nstional  bank.  394. 
Darien    Conipan  y,    eompMitiim 

ttitb  Bank  of  Scollaod.  139. 
Prlawaie.  bonkios  in,  33?- 
liemitnd  nolca,  iwneri  l>y  Sccr» 

tarr  Clu»e>  331 ;  cauc  rjMctr 

mupmsioii,  353. 
Ii..-. ,..-.)  i.,..v.  i^    1  ™„-_ 
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with  B«nfc  of  Franco,  58 ;  op- 
vralffwllboui  deposits,  570, 
Dvposilit,  bow  aOcctvd  by  crises, 

458. 
UtscouQt  rale,  folly  of  Bttcntpt- 
iiiK  to  tuuiiiuiu  a  uaifurm  idle, 
iti ;  tnclbod  of  Uuiik  of  Frutcv, 
71  ;  »v»lem  of  rapid  (^banftm 
«<l«I)tc'l  by  Bank  «f  F.nglnnd, 
J39 ;  cbsngefi  iu  leading  backs, 

Dontinlon  notM  In  CntiaiU.  bmc 
outhorixed,  ,^95 ;  ir'|tiired  in 
bank  reserves,  J97 :  may  be  de- 
manded at  luiiik«.  401. 

Satcli  Ettat  India  Compauy,  bor- 
lows  bom  BaDk  of  AmMmsm, 
361. 
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Bckels,  James  H.,  modifiM  ijra- 
tcin  of  bank  cxa  mi  nations,  ^75 ; 
rccoiamenib  new  bub  for 
bank»  of  isanc,  jJiS- 

>  Scundof,  baokt  oJ;  42^. 
£UMt<-ity,  fltiftu.itinnt  with  the 
WfiSOua  in  Strotland,  r  56 ;  eeaen- 
.  tUt  bvnelil  of  a  banking  ear- 
nmcy.  566. 

ISngland.  Bank  of.  nchangcs 
gold  for  silver  with  Bank  of 
Ftaiicc.  67  ;  coitdlliona  of  crea- 
tion, 7R-»i  ;  I'atenion's  plan, 
81 ;  political  dnuKcrs,  ^  ;  nnan- 
cinl  dnnffctv,  86-^ ;  monopoly 
of  iiol«  isBties,  9^ ;  snspension 
«f  Specie  pa.vmenU.  95-9S ;  ef- 
fect uf  ipecie  auftpeiiKion,  loi  ; 
bullion  report,  v-t*^;  resoln- 
tiona  of  Mr.  Vanslltart,  lio; 
nsumpUon  of  caah  pAjrmenlai. 
1 14  ;  monopoly  of  Dote  Usncs 
modUicd,  1 16 ;  adoption  of  cur- 
ien«y  pHnciplc,  wi\  failure 
of  coTreiicy  principle,  la^ ; 
ebanges  in  ddcount  rate,  IS9 : 
tile  "one rewrve system,"  iji  ; 
OTganiiation,  13.):'  increase  of 
diKOnuifl  in  isio,  471 ;  policy 
lu  the  criiis  of  iriis,  477  ;  iMtie 
of  £1  noU-n,  i(7!5 ;  xipp^rtcil  by 
tlic  BariuK*  in  1:^19.4%;  au»- 
pcn*iu»  of  BiLiik  Act  in  1947, 
490 ;  fiusp«naion  of  Bank  Act 


in  1857,  497 ;  Kaxpendna  of 
Bank  Act  in  1S66,  505-7;  dis- 
trust of  bank  abroad,  y>S ;  well 
t:i|uippcd  in  1S75. 514 ;  manasc- 
ment  in  crisia  of  1890,  jio-ii. 

Etudand.  economic  pcaition  in 
>697i  *7  :  extension  of  iulerea- 
tional  bankiUff,  414,  uoio  ;  lee- 
UUtinn  af^alniit  ato<k  Jobbtus, 
467  :  accomnKxIntioa  tulle,  468 ; 
contraband  trade  Kith  G«-t- 
mauy.  471  ;  speculation  ■l\eT 
fait  rif  N:!^nle<>n.  473  ;  scarcity 
of  rrreala  in  iSiS,  474  !  specu- 
lattou  in  i835(  47^:  railway 
extension,  488 ;  abtoriition  of 
capital  in  1857, 493 ;  joint  stock 
companiesln  1H64, 50s ;  diMnut 
of  Brittiib  credit  abioad,  50H; 
crisis  of  187V  514;  loaas  ia  Ar- 
gentine Rtpubilc.  518. 

^oiTalciit  funil,  mnde  the  basis 
of  RoyslBaukof  Scotland,  iji. 

Examination  of  banks,  metho<l 
undo  national  baukiuK  law, 
375;  roctho*)  in  Canada.  404. 

Eicobr4]Uer  bills,  effect  of  latue  in 
1793.  4/0;  iasneof  tSii,  47*. 


rinlands  Bank.  249. 

Florida,  Sutc  banking.  3iJS-36. 

roTciKn  ncIianKca,  influence  M 
rcdondancy  of  the  currency, 
16  ;  method  of  conlrolllng,  17  ; 
method  of  tnnnsK<cnient  by 
Bank  of  Fmucc.  71 ;  employed 
to  ruaiutain  (told  Btau'lard  in 
Jsva.  447 ;  effort  to  control  by 
ayodicnte  contract.  547  ;  defects 
of  System.  548. 

France,  iDvadei,!  by  Italian  snb- 
nidiory  coin,  ^ ;  origin  of 
baiilcinf;,  j;!! ;  the  Mt**isstppi 
Companvflod  the  plans  of  Jabn 
Law,  39^5 :  collapse  of  Law's 
(1%-aem,  4S  ;  banklnj^  before  the 
Krvolntion.  46-49;  is«ueof  the 
assignats,  49 ;  th«  Oiitse  des 
Comptes  CoH$itnts  and  Cmisu 
d'EuombU,  50 ;  fnundatloa  of 
tbc  lUiiK  of  Fro  Dec,  sr;  tbc 
i  u  d  e  p  c  11  d  c  II  t  (leportuietital 
bunks,  53-57;   effects   of  tbc 
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double  (tandartl,  66 ;  character 
of  the  I.fltin  L'uion,  67-;o;  p*- 
sitioa  of  the  Bsuk  of  Francr, 
JS-'7;  collapse  of  credit  in 
J805,  470 ;  effects  of  Napoleou's 
lall,  473:  abtiM  of  credit  lu 
i8i7.  486 :  coadition  in  1847, 
^i ;  lieucfits  of  gold  diacovcr- 
ie»,  500;  ciaie  for  stock  coni- 
paoiu,  S03 :  •pccnUtioa  in 
Kcuntieft,  515. 

Fnuce,  Bank  of,  fonndation,  51 ; 
leocganiiatiou  by  Nupoleoii, 
$a  ;  rrsifitancc  to  inouo|>olj:  of 
tbe  bank,  56:  stupcnston  of 
•pecie  payacnO,  57 ;  usisia 
railway  enterprises,  5c);  iiitlu- 
enccd  by  th«  wor  with  Ger- 
tnauy,  60 ;  thrcatcocd  by  the 
Commune,  6( ;  ao^iats  iu  pdv- 
ing  war  indemnity,  6a-*5 ; 
tmbnrraiwd  by  v-anatioiut  be- 
tween ({oM  Biiil  iiilver,  66 ; 
changes  in  limit  of  circulation, 
73 ;  gold  end  silrcr  boldinps, 
73  :  iioreratuect  of  the  bank, 
70  ;  proposcfl  rentrwal  of  char- 
ter, 77  ;  dangeroua  potitioa  in 
I&05.  470 ;  expansiou  of  du- 
counts  lo  iSio,  471;  fall  of 
metallic  reterve  in  tSttf,  473; 
strong  pCMtitioD  in  1S35,  479: 
loaaa  to  Bank  of  RtiElni"!  in 
18^  486 ;  purchases  of  gold  in 
1847.  491 :  )0Mc»  of  gold  in 
iS57>  40 :  character  of  rtcdpta, 
360. 

Praaco-Pniwian  war,  effect  on 
Bank  of  rianc«,  60-^5;  effect 
on  Nattonnl  Bnnk  of  Be1f[ium, 
353-55 ;  cont,  509  :  effect  on  Ger- 
manv,  510;  effect  on  Bank  of 
England,  513 ;  effect  ou  France, 

515. 

Prce  baoVing,  ontlinea  of  the 
theory,  a ;  prevents  tbe  corner- 
ing of  currency,  19  ;  does  Dot 
imply  abaence  of  uniform  reeu- 
latloiu,  3o ;  illustrated  dj 
Swiss  imnem,  370. 

Fre«  banking  law  in  New  York, 
ita  features,  326 ;  Jsanes  by  indi- 
-i-iduals.  JI7 :  ainiilar  luv* 
adopted  in  Western  Plato. 
339 ;  failure  iu  \Vi*coaaiu.  341. 


French  Revolntioa,  effect  on 
)>ankliif;  in  Italy,  35  ;  on  eredil 
in  France,  49:  Upon  Bank  of 
England,  95-^ 


Oallatln,  Albert,  sopporta  Ttank 
of  llie  llnitc<l  Stalea,  39a; 
opinion  of  apccic  anspenttos, 

293- 
Geneva,  Bank  of,  368. 
Oruoa,     Bank     of.    origin     and 

edillcalpower.  2^13;  the  later 
ink  ar^l844.  >3  '.  nnitev  vrith 
Natiooial  Bank  of  Sardinia. 
a6~a7. 

Germany,  tcrma  of  the  Ftcaeb 
war  indcmuitr,  6»-6s;  bank* 
of  Pruuia,  Itj3-S6;  bank*  of 
the  Gennan  Stnles,  1.S6-89; 
limiting  circulation  of  foreiga  . 
billb,  1:^9-91 :  ceutndtxing  uaU 
Icy  of  PniiwiB.  191-91 ;  fti1t;|K 
tion  of  eold  standard,  igis-^. 
Bank  of^ Hamljurg.  195;  unifi- 
cation of  bitnkiiiK  a^-sirin,  196- 
97  ;tbe  Imperial  l^k,  i^lf-x-t ; 
rcgulAiion  of  local  bank*,  ^1- 
5 ;  popular  loans  of  the  Im- 
perial Bank,  307  ;  cost  of  wnr 
with  Prance,  y>9;  effecta  of 
wnr  indemnity.  510;  specula* 
tion  in  1S-3.  sii. 

Godfrey,  Atlcbael.  share  Ed  or- 
ganixinE  Bank  of  I^nKland,  81 , 
dcacriba  tnumcM  of  tbe  bank, 
83. 

Gold,  deriTca  value  from  cbarac- 
ler  aa  money,  3 ;  vartotioo  from 
coinnj^e  ratio  in    France,  66; 
relation  to  paper  in  Kngland. 
102;    relation   to  pticea.    loA; 
farorrd  ait  the  stands rd  by  Ger- 
man  cities,  193 ;  adotiird  a*  Itic 
standard    in     Cnmau\,    i^i 
rccowuicnilcd   as  ataudadl  iaJ 
Anatriii,  22$  ;  impotUlioas  iato  \ 
Amtria,  33S ;  accnmulatloo  la : 
Rukfta.  945;  certificate*  til  Ra»-! 
eia,   348 :    niainlenance  of  tb* 
standard     tn     Holland,     361 ; 
nelkod    of  malnlalnlnic    tbs 
aundard  In  Jan,  447  i    «ltli>^ 
drawala&tnn  Easloixi  tn  t'"' 
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474 :  ocw  coinase  poll*Tf  in 
I'nitcd  States.  4i>3 ;  effect  of 
OMUiitg  American  mines,  493; 
diMprcnrnnrc  in  Fmrcc.  lJi57, 
498 ;  benefits  of  neir  eopplies  in 
I^nce.  500 ;  borrowed  by 
Ilutk  of  Edfilautl  Rbioad    ia 

189a,  S3I. 

Ooschcu,  Sir  Oeotge  J.,  adopts 
rule  of  i*]>idlx  laislog  discount 
wt«.  IJ9-30;  pfoposea  £1 
note*,  13 '-33. 

Crcfit  Britkin,  sfr  Hoglaod,  Scot- 
Unrl,  and  Ireland 

Greece,  bankinji iu,  ewlyliUtoiy, 
377 ;  Tel.itions  willi  llie  Kuveiu- 
mrnt.  271S:  econcimic  condition 
of  country,  278-79. 

Cuwldoupc,  Batilc  of,  4y- 

Caaranteed  BuukinK  Act  in  Ar- 

f;eutinn,  431 ;  r<^mIts  iu  (pecu- 
ftlioo,  519, 
Guttemalj),  banking  lavs,  499, 
Guiana,  banlcs  of,  430-31. 

H 

tlalli,  bnnklnK  syaiem  of,  427. 

UauibnrK,  Uatik  vf,  liistonr  cutd 
liqnidotion,  195  ;  failure  to  pre- 
vent critis  of  176J,  46S;  failure 
to  prevcRt  crisis  of  it's?,  499. 

Haul  lit  on.  Alexander,  deceived 
in  reniird  to  landed  aecurity. 
^  ;  plan  for  Banlcof  tbeUaited 
btales.  aSS;  chunj^c  of  views 
reKarding  landed  security,  1S9, 
n«ie. 

UoHand.  banluDg  in,  Bonk  of 
Amaterdani,  959-61 ;  Bank  of 
tlie  NcthcrUnda,  36>-6a. 

Hon{{kong  and  Sbangbof  Bonk- 
ing Corporation,  441. 

Ilorncr,  Francis,  movet  for  an 
inquiry  rv^ardJnK  cniTeac]p  attd 
cxctianf[c9  in  EnKlaod,  iQt ; 
pnpBCca  Ballion  Report,  105; 
resolntiona  dcfcMcd  in  Parlia- 
ment, 110. 

Uoubtoo,  Sir  John,  fint  Oovemor 
Bank  of  Englaild,  83 ;  ttays  a 
panic,  86l 

ItnuKa'y.  demands  paymeata 
from  National  Bank  of  Aimtrla, 
2x1:    reUitons    vitb     .\u»tR>> 


HtinEarian  Bank,  133 ;  adop- 
tioti  of  j!^''^  Blandurd,  335 ; 
Separatist  feeling  affecta  bank 
diartcT,  233. 


nitnois,   failnrc  of  State   banks. 

loipcnal  Bank  of  German^-,  etc- 
aied  from  Koynl  Bank  of 
Prutsia,  196  ;  ocganinatioii,  197; 
rultn  gorcmins  eirrulation, 
199-301  ;  rate  of  (libCount,  aoi; 
({Old  boldings.  306:  rvlattoai 
nilb  pa]>ulai  biinkn,  307. 

ImpcHfil  Ottoman  Bank,  oigani- 
uiion,  381  ;  ctfccisof  paiucon 
circulation,  aSa. 

Independent  Treasnry  system, 
ontgroortfa  of  conflict  over 
Bank  of  1h«  United  SUtes. 
«a8j  modified  in  i86i,  349; 
fails  to  prevent  apecK  suspen- 
»ion,  ?53. 

Indemnity  of  France  to  Ger- 
many, shnrc  of  Ituuk  of  France 
in  its  payment.  62-64;  cilcct 
on  sccnriuea,  65-66. 

India,  early  l>aRking  history.  433 ; 
adoption  of  Kovcnimcat  paper 
currency,  435;  effect  of  aiis- 
pendlnu  free  coiuoge,  436 ;  re- 
port  of  Currency  committee. 

Indiana,  success  of  State  Bank, 
3j8 ;  the  new  iMnk.  339. 

Interest,  oppoced  among  Cbria- 
tians,  i\ ;  paid  on  note*  of  sus- 
pended batiks  in  Scotland,  140 ; 
allowance  on  depoaiu  benefits 
Scotch  people,  i  J9-6« ;  paid  on 
notes  of  suspended  1)«iks  ia 
Canada,  4«x 

Ireland,  depreciation  of  currency 
considcrn)  by  Pniliamentary 
committee,  103 ;  economic  for- 
tunes, 167 ;  aavinga  of  the  peo- 
ple, iSt. 

Ireland,  Bonk  o^  foundation, 
171  ;  monopoly  of  banking, 
17^;  circulnlioo,  iHo. 

Ireland,  banking  iu,  early  private 
banks,  t&!^7o;  Icuudation  of 
Bonk  of  Ireland,  i7i;ea^pcn- 
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t\aa  of  cash  paymenU,  173; 
the  Piovludal  Baiik,  iT-i:  Na- 
tiuiial  Buuk,  173;  Tijipecuy 
Baalc,  177  :  Bouking  Act  of 
IS45. 178-*to. 
Itslv,  K»r\y  liankias  tiistory,  32- 
3^;  NauoualBanlcortheKiiie- 
(lom.  37  :  ]>ollcy  of  unity  in 
liaukitig,  iS;  comipltoo  amaaa 
officials.  30 ;  lligbt  of  rabridl* 
nry  money.  ^ :  prrMul  eco< 
nomic  (.-onilltiuii,  jj  ;  popalar 
b«okiii2,  .^6-37  i  participate* in 
Latiu  Uuiou,  6S ;  feds  criau  of 

Italy,  National  Oauk  of,  coated 
by  Victor  Emouut:!,  37 ;  loanii 
lo  goTtroinent,  39 ;  illegal  cir- 
culation. 30;  absorbs  National 
Bank  of  Tuscany  and  Tuscan 
lUnk  of  Crnlit,  31  ;  iirw  or- 
ganimtioD  in  1893, 33 ;  relations 
witU  llw  Roman  fiask,  35. 


Jarkson,  Andrew,  criticiscfl  Bank 
of  tbe  United  State*,  301 :  de- 
tenu Incn  to  auaptmd  depo<riU  in 
Imnk,  3us :  protests  against 
Senate  resolutions,  306  ;  laaiicfl 
epecic  circular,  4£i. 

Jauica  I.,  policy  of  raising  taxes, 
ha. 

Japoii,  early  hankin);  history, 
437-38;  Uie  Batik  of  Japan, 
439:  effect  of  ulvci  staudard, 
44a 

Javi,  Bank  of.  offtaiitialion,  446; 
method  of  niaiatainiug  gold 
stondaid,  447. 

Joy  Cooke  &  Co.,  failnie  of.  Sit. 

JciTctsou.Ttionias,  policy  towards 
Bank  of  tlic  Vnttcsl  Slates,  991. 

Jotot  Block  banks,  discovered  to 
be  legal  In  Hn|;laud,  115;  first 
bank  cwtalilishrd  in  Lr'ndon, 
117  ;  lack  of  toin  le^ene,  130. 

Joint  stock  companies,  c^flvcton 
pruluition,  461.  note;  variety 
of  objects  in  England  tu  iSsj. 
47<;  ex|>an&iou  lu  £nelaod  in 
I'''M.  4*^5 :  effect  of  Limited 
Compaiiits'  Act,  50a ;  ex{>«nBton 
jtt  I'nuicc,  503 ;  absofptioo  of 


capital  in  Pruasla.  510 ;  specti* 
latloniu  Vienna,  513  :  develoifc 
nicut  in  France  itp  to  tiHt;i, 
515  ;  cxpanniou  iu  Euglatid  tip 
to  1S90,  5l3. 


KentiKky,  banking  in,  330-31 ; 

relief  laws,  13}. 
Ktnx,  Lord,  mors  a  circular  to 

tenants  requiring  pajmcnuin 

coin,  111. 

I( 

Labor,  employed  fiotn  past  aav- 
ixg"!  4&£;   affected  by  crises, 

463- 

Laud  Bank,  projected  by  Ctanta- 
beilaiu.  84;  collajoes.  1^. 

Land,  not  a  proper  secunlr  for 
bank-notca,  is;  fails  id  Gar- 
land, 87 ;  leads  to  callassc  o( 
Ayr  Baakt  143;  cbums  toiluie 
in  Ireland,  i6H-il><};  f»i1ure  as 
secnriTy  in  Hclgiuni,  aja  ;  fail- 
ure in  Paraguay,  41]  :  ciril  rt>- 
Eults  in  Australia,  444-45.  $&3 ; 
failure  in  France,  573, 

Latin  Anierim,  banks  of,  4)^l.t. 

Latin  Union,  conference  of  it^j. 
rc«ardiuK  reiicmption  of  lUliaa  ' 
suoaidiaiy  e-jios,  M  i  oriciualcd 
in  apicpoiilion  from  Helium. 

2'i  '551  atti-itipts  to  maiDUiu 
rcnbilionof  giU-cT.6S;  mukes 
gold  primary  money.  6S:  linit- 
twtiou  of  Kilver  coina(;e,  70; 
cITect  of  the  Union  nt>o»  Rank 
of  1'iancc.  71 :  cscnauee  of 
niiuor  coins,  356. 

Law,  John,  fouudaiion  of  Uh 
Com^nie  d'  Of(iJ<"t,  39 ;  con- , 
trmrts  with  FrriKk  gowni- 
tacDt,  41 ;  continaed  issue  of 
stock,  43 ;  cAlUpw  of  ll»  syw 
icin,  and  aliock  upon  Law,  45. 

Legal  tender,  in  Italy.  36,  37.  jn  ; 
in  France.  44.  57,  ti 
IBIKI.9S,  uH:  in  tl< 
States,  1S9;  inGcmi' 
»'r^\  iu  Austria,   31'. 
United    ,Sutes,  353,       - 
Soutk  Wales,  44S ;  !■*  AJgCtta, 
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\je«t\   TwidcT   Notes,     Prrsidcm 

l.'l*v«1«iiil  rtconimciids  tetirc- 

tD«nl,  545.  54». 
Lldcleraal*.  William,  skilful  raan- 

AK^mealorBaakof  UuKlaucI  In 

i»90,  s». 
Limitco   1iahi1itr<    iu    mloplioti 

ill  Hrcat  Biilaiu  in  1858,  151; 

inf>Oitit.-<l  iu  1^79,  tjs. 
Lcti<lcn  clearing   bouse  traunac- 

tioHs,  5S^- 
LouisiABH,  iMukiag  s}>Mcni,  337. 


M 

MncTT>    inftnciicc  on   ovcr- 
aci^Hii,  46J-6J. 
iritsod,  I'rof.  Hvary  Duiinini;, 
ilcniaitjitmiion  th-nt  value  is  not 
nn  inhcrcJil  (lunlity,  ^ ;    iheory 
of  credit   and   bs'iiking,  S-9; 
theory  of  discouuiiuH,  17- 
Madiaon,  Jamcji,  kujtxeitii  a  n^ 
tionnl  hank,  s^  ;   chimge  of 
roustituiiouBl  nrws.  296. 
"linc.baukiuKltws, JI5;  sped* 
in  buokjin  i$6l,340. 
r«bnll,  John,  deciilon  regard- 
jn^  national  btink,  396. 
Csrtiniquc,  B«iikof,  430. 

cbu&elu.  Lfitid  and  Msnu- 
fBCtnrinK  Batik,  3H6;  early 
iMnkinK  laws.  313;  banknninjn- 
Uia  specie  iNiyiocDts,  jtj;  in- 
cniaae  ia  bduka  prior  to  panic 
of  l$37,  314;  SiuTolk  boDkini: 
•y*tein,  317-11. 
MHiTultocVi  vs.  Mnryland,  deddcl 

hy  Starsball,  396. 
McCuIlorti,     Mngli.     appointed 
Compiiolter  of  the  C:iUT«Ky. 
361;    recommend*  taxation  of 
State  bonk-notcA,  363:  RCOin- 
mcndi  nrftumpUoa,  36^. 
lelbovroc,  Untik  of,  44o> 
Uexlco,  boiikt  of.  414- <(• 
Uichigan,    wildcat    hAuking  In, 


Miuissipnl, 


aissippi,     roUure     of    State 
lMnk».33|-j5, 
Mi>isi«tiippi  Comnany,   ue  Com- 
jnie  des  ftJrs. 
HbiHiun,  Iiaiiks  of,  337-38. 
lonelory   cvufcrcnccS,    intemu- 


nalioual,  in  lS;8,  531  ;  in  lljBl, 
531  :  in  i89>.  533 
Montrral,    Rank   of.   foundaKoa. 
387 ;    iiieocf    provincial   notes, 
395  :  fsvon  secured  circulation, 

396- 
MorKnn.  ].   Picrpont,  vyndicatr 
CoulJDct   ■with    Treasury.    5**- 
4S  :    »ulj««:hpliuu    to    loan  of 

Mnmi^,  Ro^iert,  founrk  Bank  of 

Korll)  Aucrica,  387. 
Mortgages  bs  security,  tee  Land. 

N 

Nnsma  Bank,  4.^1- 

Katioual  baaktnK  syalem  of  tfae 
United  Slntes,  compariaou  wilb 
State  *y*teni*,  344-46 ;  origi> 
nates  in  diflicnlt  i(.«of  the  Trcas- 
niy.  J49"57  :  Secretary  Cbaac's 
plans.  358 ;  rule*  governing  dr- 
culatioii.  36C1;  otriectionM  met 
b;  Coni|ittollcT  McCulIoch, 
362 :  taxation  of  Slate  notes, 
363-64 ;  chaugcs  in  cirenlatioii, 
3^5*^7:  lesuDiptioa  of  apecie 
paj-metita,  367-69;  exten*i<>n 
of  charters,  371 ;  weet  of  Blaml 
Act  and  Slierman  Act,  373  ;  re- 
deuiptions,  374 ;  exiimiuMtioiis, 
375  :  efforU  for  a  new  synlem. 
377-85;  'niloren  in  1893.  530. 
^s:  cxpausionofbankiDgCBp- 
lUl,  S39 ;  cScct  of  the  reserve 
Bvfrtem,  S39~4<>:  cbaugea  in 
d^iacounta  au<l  deposit*,  543. 

Necker,  esactfi  ix^tcl  loan*  from 
Caisse  if  Eicomptt,  48. 

NetberlauilA,  Buuk  of,  snccceds 
Baukof  Atuatcrdam,  261:  uietb* 
od  of  inaintainini;  the  gold 
standard.  163. 

New  BiunswicK,  boukioK  in,  ear- 
ly charters,  391  ;  btoak'tit  under 
Canodiaii  law,  3^;  branches, 
4JO. 

New  England  bank),  illustrated 
by  MaasacbuaetU  ayatent,  313 ; 
l^idntioa  in  Mmiic  nnd  Ver* 
moot,  311  :  in  Rhode  Island. 
316;  Suffolk  STStciu.  317-31; 
suspoision  of  id6l,  331  ;  effect 
on  circulation  and  spcdc  re- 
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serves,  339-40 ;  companson 
with  other  systems,  344-45. 

^ew  Hatnf^sture,  banks  retain 
their  specie,  340, 

New  South  Walea,  modification 
of  the  banking  law,  445  ;  bank- 
notes made  legal  tender,  553. 

New  York  banks,  advances  to 
Treasury  in  1861,  349  ;  suspend 
specie  payments,  352 ;  resump- 
tion of  specie  payments  in 
1838,  483  ;  restrict  discounts  in 
1893,  530. 

New  York,  early  banking  char- 
ters, 323  ;  adopts  safety  fund 
plan,  333 ;  reasons  for  failure, 
335;  free  banking  act,  326; 
issnes  by  individuals,  337. 

Nicaragua,  banks  of,  428-29. 

Norway,  banking  system,  267. 

Nova  Scotia,  banking  in,  early 
charters,  391  ;  brought  under 
Canadian  law,  396. 


O 


Ohio,  State  Bank  of,  338. 

Options,  introduced  into  France 
Dy  John  Law,  42. 

Orange  River  Free  State,  Na- 
tional Bank  of,  450. 

Overend,  Gumey  &  Co.,  conduct 
in  crisis  of  1825,  478 ;  suspen- 
sion in  1866,  505, 

Overstone,  Lord,  advocates  cur- 
rency principle,  120. 


Palmstruch,  founder  of  Bank  of 

Sweden.  264, 

Paper  currency,  losses  by  wear, 
3S3,  note. 

PajHT  money,  in  Italv,  29,  33  ;  in 
France,  49 ;  in  Ilie  GcTinan 
states,  204;  in  Austria,  210-18; 
in  Russia,  235-40;  in  United 
Stales,  351-53  ;  in  Canada,  3S7, 
395.  307  ;  in  Ilraiil,  419  ;  in  In- 
din.  435  ;  in  Japan,  437  ;  in 
China,  441  ;  differs  frnni  bank- 
note issues,  564  ;  absence  of 
quick  assets,  573-75. 

P^raxn.iy.  b.inkinn  in,  422-23. 

Paicriiou,  William,  plan  for  Bank 


of  England,  81 ;  organizes  Da- 
rien  Company,  139. 

Peel,  Sir  Robert,  supports  re- 
sumption by  Bank  01  England, 
113  1  adopts  currency  principle, 
120;  admits  partial  tailure  of 
Act  of  1844,  134. 

Pennsylvania,  Bank  of,  287; 
banking  mania,  473. 

Persia,  Imperial  Bank  of,  442. 

Peru,  lianking  system,  426-27. 

Philippine  Islands,  banking  in, 
452. 

Pitt,  William,  demands  a  pen 
Bank  of  England,  95-^7. 

Popular  banks,  relations  with 
banks  of  Naples  and  Sicily,  36 ; 
relations  with  German  Imperial 
Bank,  207 ;  in  Russia,  341-43, 

Porto    Rico,    Spanish    Bank    of, 

43'- 

Portugal,  Bank  of,  276. 

Prices,  how  affected  by  credit 
cycles,  454  ;  advanced  by  Ber- 
lin decree.  470  ;  affected  by  fall 
of  Napoleon,  472. 

Protective  tariff,  effect  on  crises, 
461,  note. 

Provincial  Bank  of  Ireland,  174, 

Prussia,  Bank  of,  origin,  183  ;  im- 
portance of  circulating  notes, 
1^5  ;  accumulates  stock  of  gold. 
195  ;  converted  into  Imperial 
Bank,  196;  contest  with  Bank 
of  Brunswick,  203 ;  refuses 
speculative  paper  in  1873,  513. 

Prussia,  law  regarding  circulation 
of  foreign  bills,  1H9;  adopts 
centralizing  policy  in  banking, 
191. 


Railwaj's,  aided  by  Bank  of 
France,  59 ;  economic  bene6t 
to  the  commuuity,  463,  note  ; 
mania  in  1^47,488;  mileage  up 
to  1S57,  493;  new  mclliwl  of 
financing,  502  ;  absorption  of 
capital  up  to  1873,  509  ;  loss 
of  earnings  in  1894,  536. 

Redein|jlion  in  coin,  its  import- 
ance in  a  banking  curreucy,  13  ; 
related  to  stable  system  of  val- 
ues, 15-17. 
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Rtdcmption  of  bank-nol«it,  meth- 
od undvr  national  baakiD^ 
ftyslem,  374-75 ;  chmiges  recuui- 
inruileiJi  by  fiecretitry  Carliale, 

Rclemptlon    of   Vaitcd    Sutn 

note*.  545,  549. 
Relief  laws,  iu  Kcntuckr,  332. 
KentrictioQ  of  ciuh  payniciiUi  iu 

EngUni),  9^;  effrct  nnon  Iwolr- 

uotes,   101-4 ;   brougfat  to   aa 

end,  114. 
Rmnmpltcra.     reconimeniled    hy 

SeciTlarj-  McCiil!oc!i,  367  ;  «i|>- 

porlcd  bv  ualioaal  banks,  360, 
Rtunioa,  B«uk  or,  452. 
Kbodc  Island,  luir  for  recovciy 

of  baolc  dtht*,  316;  ngency  or 

Sufr&lk     rcd«tuplton     syst«ni, 

31S. 
Rouan    Bask,    foundalioii,    28; 

excMtls  IcK*!  circulation,  30; 

compollcd  to  liqimUtc.  31,  35. 
Rouiiiaiiia,  baiikia^f  ID,  383~&4. 
Ro^nl  Bank  of  Scotluud,  cruitci] 

from  tliv  CtiuiTiilcat  Fund,  141 ; 

eiUUubca  brancli  in  IiOudoD, 

IS4;  c*Ublisb«a  cosb  credtU, 

Russia,  Bank  of,  clow  rclutioiia 
witb  the  ttittr,  3,vj  ;  oH^jin  nnd 
cipitnl,  33$;  pIsDi  for  specie 
resumption,  340;  loision  of 
cbaricr,  241 ;  rulea  govemliig 
ciicnlaliQii,  344-45:  Men  (q> 
muds  tCoH  paymcut*,  340-48. 

RuMiA,  petper  money  iuucK,  336  • 
efibrta  to  restore  specie  pay- 
inents,  937-40;  newinduscrul 
pollcv,  943  ;  Heps  townnls  gold 
ManiUid.  346-40 ;  loan  to  Bank 
of  France  in  1847.  491 ;  ejt- 
cbauKe  of  stlwr  with  Bank  nf 
Piuiice  in  iA6t,  501  j  lontis 
to  Dotik  of  Btigluid  in  1S90, 
531. 

RusKo-Chiocse  Sank,  449. 


S 


Safctj'  ftmd  sj-stem.  adoption  In 
Mew  York,  323  ;  failure  and  [ta 
CBoaca,  3»«-25- 

Salvador,  batiks  of.  438. 

Sardiuia,  National  Bank  of,  cre- 
31 


ated  in  1S49,  96 ;  reorgaatws  as 
National  Baukoflialy.  37. 

Scouli  baukiuK  systetn.  iu  eorly 
hintocy,  I  i»-43  ;  strength  dur- 
ing npctric  laspeTUton.  145: 
fcilnrc  of  the  Western  and  City 
of  GUsKuw  Bouki,  146-50; 
timtled  liability,  l5o~3»;  pro- 
posal to  aboliab  Scotcli  note 
tmues,  131;  fidvnntages  of 
Scotch  bonking  135-66. 

ScocUnd,  Bank  of,  fouudaiiou, 
139:  inercaKe  of  capiul,  144; 
application  forlitnitcd  liability, 
ijs  ;  catabtisbca  brancb  in  Lon- 
don,  154. 

Scotl^d,  onRtn  of  accoramoda- 
tion  hilla,  4&S  ;  failuK  of  Wert- 
eni  Bank,  497  ;  failure  of  City 
ofClaKgow  Hank,  514. 

Seciultles,  iiitroiluerd  in  Frnnee 
by  John  Law,  41  ;  effect  of 
French  indemniiy  loan  upon 
pdcc.  65-66;  tendency  to  re- 
turn to  counlrv  of  orijcin,  229; 
c0cct  of  official  Bolnin  France, 
475;  new  method  of  fiuouciag. 
5ftl  ;  extension  in  France,  515  ; 
DlTe<:t  on  trade  sialiftics,  516; 
AtnericQU,  held  iu  Europe,  516; 
shrinkage  in  dividtmds  in  1S95, 
519- 

Senegal.  Bank  of,  451. 

ServiJa,  National  Bank  of,  364-85. 

Sbcnnan  law,  effect  on  bauk  cir- 
culation, 373  ;  efforts  of  Presi- 
dent Cierebind  to  repeal,  514; 
effect  on  gold  exports  and 
Treasury  reserve,  517 ;  repeal- 
ing bill.  540;  action  in  House, 
541  ;  re|>esl.  543, 

Sicily,  Bank  of.  foundation.  aS ; 
excccib  le^al  drcolation,  30: 
suhjcet  to  lnw  of  1893,  33;  as- 
sists people's  bonka,  37. 

Silver,  (luctuntious  cmbamM 
Bankof  Frsnce,  66  ;  causeathe 
fottnatlon  of  I^tln  Vuion,  68; 
change  in  Ibccotnineicial  ratio, 
69:  liniitatiDn  of  coinage.  70; 
effect  upon  circulation  of  Bank 
of  France,  73 ;  dtaappcara  £roin 
Rngland,  loi ;  pnncipal  m^ 
tallic  Btock  of  Ccrmany,  193 ; 
Standard  of  the  Bank  oV  Bun- 
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burn.  1^;  pliic«  in  Amtrlaa 
rircutiiluin,  336-3S ;  (li'prcoui- 
tion  in  Spain,  37^;  rauws  dis- 
turbance iu  Serv'ia,  a&s;  eOect 
of  siupeii<linK  free  coinage  in 
ltiili»,  436;  caret  upon  Jspnu- 
uic  exports,  440 ;  moncUiy 
coiirctcacc«,  5^33 :  «i»pen- 
•ion  of  free  cAinage  in  Bntith 
India,  53S. 

Snnporc.  compctilkm  wttli  Bonlc 
or  Ki!  union,  451. 

Small  nott«,  odvauta^cs  toScolcU 
ioiloslr;^,  ij"**- 

Scnilb  Afncttn  Republic,  National 
Bniik  of,  449. 

SoulLi  AiiKiic'n,  hanking  ia,  4(6- 

4J0. 
South  Sea  Cetnpanr,  conteat  witli 

Bank  of  En({'"i''^-  9*^ 
Spain,  Bank  of,    early   bittorj', 
173 ;  cxirosiou  of  diaitcr.  274 ; 
lubordinallou     to      tnaaary, 

»75- 
Spain,    Gcoaomic   condilioa   of, 

274-76. 
Spanbli  liink  of  ib«  lliilippiocs, 

4SI- 
Spwe  ciiTUlar,  iuueil  hy  Jnck- 

■on,  ^i. 
Sprinscr.    William    M..    rcpmu 

tmikinK  bill.  3S2. 
Stanilaid  Bank  of  SaDlh  Africa, 

449- 
5tat«  baokt,  fltt«pcnsio<i  of  pav- 
uieolain  1814,  343:  oolea  hcM 
emnpt  from  federal  taxation, 
»^,  Ti(rt« ;  rompellrtl  to  re- 
sume, 99S  ;  i-ariety  of  syslrmn 
iu  tUe  t'uiletl  Slates,  51 1  :  Mac- 
•achuaelta,  312-15;  other  New 
GnKland  Sl.ilcs,  315-17:  Hew 
York,  33a-J7 1  Ohio,  318 ; 
Uichigao.  3jS;  other  western 
aUlea,  3*9  ;  Kmlucfcy,  331-31 ; 
other  aoutbein  «tale*,  3.U-37; 
Indiana.  338 ;  efrc<-ta  of  tL* 
Cidl  War  upon  the  ayitcm, 
339-41 :  HdTantaKes  aud  iltaad- 
»«nt«Ke*.  3.l3-^6:  limitetl  clr- 
calaiioR,  347  ;  advancn  to  the 
TrcasnTjln  if!ir,349;  anapraU 
specie  pajnitiit*,  331 ;  aubjcct- 
Cil  to  lax  Du  rirculatioo,  364  ; 
proposed  fcvieal,  377. 


Stockholm  Bank,  Isaoea  tnti«- 
purt  notes,  aj- 

Stoclc  exchange  clearing  housea, 
36^-63. 

Slock  jobMnK,  acts  oKaimt,  467  ; 
eitcusion  to  Amcriceii  colon  ieA, 
287. 

St.  Tlioinas,  Bank  of,  431. 

Sua:  canal,  310. 

SufTolk  a}M((eni  of  redemption, 
origin,  3i-'<;  effect  of  operation. 
319;  rivnliy  ofHanlc  of  Mntool 
Kcdempliun,  310  ;  econoniyof 
»j«cm,  311.374. 

Sorinam,  Bank  of,  431, 

Surplus,  distribution  amoag  tfa« 
SfBtw,  48a. 

Swe<leti,  baiikinif  in,  3(^-63. 

SwIlxerUnd,  lc£i«Uti<>n  rej^arding 
lilver,  67  ;  ur^t^*  tlic  gold  stan- 
dard, 68;  limitSBilTeT  coinage, 
70:  curly  banks,  368:  forma< 
Uiin  of  Concordal,  270;  pro- 
posed Mate  bank,  171. 

Sjracnhaui,  Lord,  enppofta  cw^ 
lency  piinctple,  393. 

Syndicate  contract  of  189S1  54^ 
49- 


Taner,  Ro^r  R..  chaiiRn  metlKvl 
of  depositing  pulilic  fund*,  306. 

TarilT.  lufincnccupon  crisa,  4&1, 
Dole  ;  cooncvlion  with  cri&iaof 
1857.  494.  uote. 

Taxation,  national  banks  exempt 
fmm  spe<*ia1  taxra  l>y  fitalea, 
296  :  fL'<lcfat  lai.uion  of  Slat« 
notes,  v^ ;  tax  of  ta6s  00  Slate 
notes,  363 :  effect  ou  circota- 
tion.s&i:  repeal  rccammeuiled 
by  Democratic  conveotiiin, 
377  :  favDcei]  by  Secretary  Car- 
biile,  380;  tax  fails  to  check 
emfrrfteney  iaaaea  in  1893,  558. 

Tenneaaee,  SinU  Bank,  337. 

Thiera,  manages  Krroch  wnr  fn> 
demntty.  63  ;  opinion  ol  Bank 
of  France.  75,  note, 

Tinprrary  Joint  Stock  Bulk. 
foandatioQ,  177 :  peculatjona 
of  John  SaiUier,  it^. 

Turkey,  bimkiu{;in,  aSl-fJi  fi>U 
of  price*,  5*3. 
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UltrarnQrine  Bank,  453. 

Union  Ginirale,  failure  of,  517. 

United  States,  Buspeusion  of  spe- 
cie parments  in  1814,  474; 
crisis  of  J837,  479-83  ;  exports 
of  1847,  487  ;  railway  extension 
in  1857,  493 ;  changes  in  circu- 
lation, 405  ;  crisis  of  1857,  496  ; 
effect  of  civil  war,  500;  crisis 
of  1873,  511-12:  crisis  of  1884, 
517;  cnais  of  1893,  524-50; 
transactions  of  clearing  houses, 
560 ;  proportion  of  credit  in- 
struments, 561;  advantage  of 
banks  over  the  Treasury    574- 

75- 
United  States,  Bank  of,  origin, 
287 ;  relations  with  Treasury, 
389-91 ;  expiration  of  charter, 
39a ;  plans  for  second  bank, 
3^-95  ;  constitutional  opposi- 
tion to  the  new  bank,  396 ;  case 
of  McCulloch  vs.  Maryland, 
397  ;  specie  resumption,  39S ; 
branch  drafts,  301 ;  arouses 
hostility  of  jacksoii,  303-4; 
removal  of  the  deposits,  306 ; 
origin  of  sub-Treasury  system, 

307-9- 
United  States,   banking   in,  see 

United  Slates,    Bank  of.  Stale 

banks,   and    nalioual  banking 

system. 
Uruguay,  banking  in,  433-35. 


Van  Bnren,  Martin,  recommends 


safety  fnnd  system,  333  ;  calls 
extra  session  of  Congress,  483. 

Vansittart,  opposes  bnllion  re- 
port, 110. 

Venezuela,  banking  law,  435. 

Venice,  Bank  of,  transfer  office 
of  the  national  debt,  ai ;  de- 
posit bank  created,  33. 

Vermont,  banking  in,  315 ;  en- 
courages Suffolk  system,  330. 

Victoria,  banking  laws  of,  443; 
estimated  wealth  in  iS^z,  551. 

Vienna,  Bank  of,  creation  and 
failure,  310. 

Vienna,  speculation  in  1873,  513. 

W 

Webster,  Daniel,  favors  creation 
of  a  commercial  bank,  394; 
secures  amendment  of  bank 
bill,  396;  opinion  in  favor  of 
branch  drafts,  301. 

Western  Bank  of  Scotland,  adopts 
policy  hostile  to  that  of  other 
Scotch  banks,  147  ;  failure  and 
heavy  losses,  148-49  ;  effect  of 
failure,  497. 

West  Indies,    British,   banks  of, 

430-31. 
Wilson,  William  L.,  bill  to  repeal 

Sherman  Law,  540  ;  bill  to  au- 

thoriie  gold  bonds,  546. 
Wisconsin,     failed    banks,    3^ ; 

decline  in  southern  securities, 

340-41. 
Witte,  Russian  finance  minister, 
new  organization  of  Bank  of 
Kussia,  341-44. 


11 


SOUND  MONEY. 


THE  SILVER  SITUATION  IN  THE  UHtTED  STATES.  By 
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aalved  {«  tiM  amplo  »ay  •hii-.liNlr.  Toom  p6lnaaut."-Pf.'i->V^>n'/V«u. 

•>Tk.t.~J.  I->.a)uub|*n)dide«»(belli*nttincftU>nit>iec(."— .V.  }'.  WoW^ 

G.  P.  I'UTNASfS  SONS 
.•TEW  VniR  AND  LaXSOM 


THE  NATURAL  LAW  OF  MONEY.  The  successive  steps  in  the 
growth  of  Money  traced  from  the  days  of  Barter  to  the  Introduction  of 
the  Modem  Clearing-house,  and  Monetary  I'rinciples  examined  in  theic 
relation  to  Past  and  rreseni  Legislation.  By  Wiluam  Brouch. 
lamo,  cloth, $[  cx> 

"Tbe  book  U  a  dear  and  forcible  arKunient  for  individual  freedom  and  againil  Got. 
ernment  dictation  with  regard  to  the  choice  of  material  for  maaey.  The  author  boldi 
ihal  *  the  South  and  Wcit  h:ivc  been  overtaxed  by  monopoiiatic  money.  Kver^  locality 
should  be  left  free  to  me  the  more  ada]}table  metal,  whether  lilvcr  or  j^old/  The  author 
belicvei  that  in  the  money  qtiotion,  ai  in  moiE  public  qucitionl,  there  are  two  aides,  and 
that  Deilhcr  the  advocates  of  gold  alone  nor  tht>ie  of  ulvei  alODc  for  meaey  uie  arc  wholly 
tigfil."  —Pui/ic  OfinioH. 

**  The  aulhof'i  ityle  it  clear  and  conctae,  and  he  gives  a  great  deal  of  valuable  iafo^ 
maiion  well  adapted  to  the  undeiataoding  of  the  general  reader  in  a  brief  corapaaa.'*^ 
Sttieit  Saturdaji  Evt.  Catitli. 

A  HISTORY  OF  HONEY  AND  PRICES.  Being  an  Inqtiiry  into 
their  Relations  from  the  Thirteenth  Century  to  the  Present  Time,  By 
J,  SCHOENHOP;  author  of  "The  Economy  of  High  Wages,"  etc, 
(No.  B5  in  the  Questions  of  the  Day  Series.)     i2mo      .  $1  50 

"  Mr.  Schoeohofs  book, '  Money  and  Pricet,'  ii  a  pojiijve  and  mott  valuable  con- 
Iiibulion  tc  economic  literature  inasmuch  as  it  lupplies.  in  a  clear  and  poi>ulai  manner, 
jtilE  ihe  information  necessary  for  the  formation  of  correct  opinioni  respecting  the  vexed 
problem  of  prices,  and  especially  respecdnz  their  relation  to  monetary  changes.  The  ex- 
amination ought  to  be  more  an  eaienual  of  every  high  educational  lyatem.  — David  A. 
WaLLS. 

PRINCIPLES  AND  PRACTICE  OF  FINANCE.  A  Practical 
Guide  for  Bankers,  Merchants,  and  Lawyers,  together  with  a  Summary 
of  the  National  and  State  Banking  Laws,  and  the  l^gal  Rates  of  In- 
terest, Tables  of  Foreign  Coins,  and  a  Glossary  of  Commercial  and 
Financial  Terms.     By  Edward  Carroll,  Jr,    8vo,  cloth  .        $1   75 

*■  1  h.Tvc  rx-Tmined  v^flh  E^e^it  plp.TSUre  Mr,  CnrT'iU's  bouk  which  you  sent  mc.  1 
think  iK.ii  li  i>i  uii  :irlnijr:ibli^  :iitcl  ii^L-lul  bnnk.  If  1  ^v:i9  \.\\  ihjl  line  now  1  would  use  \\ 
a>  .1  luM  book."— I'rof.  W.  K.  hL.MM:«.  of  V.ile. 

*'  Mr,  CiTTnirs  volume  aims  t(>  be  a  pr^iciical  guide  for  hankers,  merchants,  and  law- 

fers,  jurl  crfl.iiiily  d<i<jd  ^ivc  a  t'"ejt  tlealiif  infurmjiiim  wliich  tiitry  ou^hi  to  know.    ,    .    . 
L  \%  FfjJrcsliirttf  to  cwt  a  buuk  OTi  fin.uicc  whiih  is  not  given  up  to  the  difcuision  of  the 
writer'!  pennunal  views  on  the  current  queslions  of  fin.incial  ajjitaticn.     .     .  'I'lif'se 

su^jvct^  will  »oon  f.ii]  to  iniere*>I,  for  in  the  nature  of  Ihin^f,  iney  n'ill  soon  be  fteiili.^. 
They  .nre  tuo  praciii:,nl  to  ri'm.iin  open.  But  .Mr.  CarT'iII'*  ^'--liime  will  be  valu.iMi:  i'mg 
atirr  those  matters  h.ive  been  disposed  of.  It  is  well  written,  uud  the  index  mjkei  it  a 
convenient  book  of  reference." — Chitugo  /Hl^r-Oct-an  , 

ECONOMICS.  An  account  of  the  Laws  Governing  the  Exchange,  .\c- 
ciimulatioii.  and  (.onlrol  ,.f  Wealth,  By  Aktihk  T.  IIaullv,  author 
of  "  Railro.id  Traii-]iortaliiJii.  Its  History  and  lis  Laws,"     8  .     $2   ?'■ 

CovTKMi  ;  I.  Tilt  litM  of  Kiiiiuiry.  11.  Price  and  Value.  111. 
Spcculaiiun.  IV.  (.apiial.  V.  InUTest.  VI,  Currency.  VII,  t'reiiit, 
Vlll.  I'rivale  Curiiurations,  IX.  Wages.  X.  l.al«jr  Organi/atiini>. 
XI,  I'ulilic  Busincs-i.  XH.  Ta\aliiin.  XIII,  Economic  Kcs]njiiii- 
bililies. 
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